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NORTHEAST RAIL TRANSPORTATION 

MONDAY, APBIL 16, 1973 

HOUSE OF REPRESENTATIVKS, 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to notice, in room 2322, 
Rayburn House Office Building, Hon. John Jarman [chairman] 
presiding. 

Mr. JARMAN. The subcommittee will please be in order. 
Today, this subcommittee opens hearings on legislative proposals 

designed to alleviate the crises m rail transportation in the Northeast 
United States,>Xvith ps^icular emphasis on the problems related to 
the bankruptcy of theTenn Central Railroad. 

The Chair can not overly emphasize the urgency of the situation 
at hand, and the magnitude of the problem to the entire Nation. On 
the other hand, this subcommittee will want to move cautiously, in 
order that we produce constructive legislation which will not com- 
pound the problems involved. The Chair does not believe it will 
serve the public interest for us to use band aid approaches to the 
current crises, and it is our hope that we can develop some long-range 
legislative solutions which will promote the orderly economic progress 
of rail transportation throughout the Nation, as well as a solution to 
the current problem in the Northeast. It appears to many of us that 
each successive Congress inherits portions of the long festering prob- 
lems relating to rail transportation, and it is incumbent upon us to 
try to formulate some workable blueprint in our legislative efforts 
which \vill have a more lasting and productive effect. 

As we all know this is a very complex problem, and we have a 
multitude of bills which have been introduced on the subject. We want 
to be fair to all concerned—the stockholders of the bankrupt railroads, 
the shippers and users of the lines, the public and the communities 
served by the railroads, the employees of the companies involved— 
but just as important, the American taxpayer, who after all, has a 
very large stake in whatever we decide to do. 

This committee must have, and expects to receive, the cooperation 
of all parties concerned in these deliberations. This includes the 
management of the railroads, the trustees of the bankrupt lines, 
the labor unions representing the rail employees, the Federal judiciary 
involved in the litigation and proceedings of the bankrupt lines, the 
administration and the independent agencies of the Federal Govern- 
ment charged with the regulation of rail transportation. This is a 
problem national in scope,  despite  the  current emphasis  on  the 

(1) 



Northeast sector of the Nation, and we must have a spirit of harmony 
by all aflFected parties in order to arrive at a just and equitable 
solution. 

I believe the members of this subcommittee are well acquainted 
with the history of the problems we are considering, and the Chair 
need not recount them. We should focus on what we can do for 
the future rather than the mistakes which led us to the present. 

We have scheduled hearings for today, Tuesday, and Thursday 
of this week, before the House recesses for the Easter vacation. 
On Tuesday, we will have the Secretary of Transportation. On 
Thursday, we will have the trustees of the Penn Central Railroad.* 

Without objection, the text of the bills we will be considering 
during these hearings and the agency reports thereon will be placed 
in the record at this point. 

(Testimony resumes on p. 169.] 
[The text of the bills and agency reports thereon follow:] 

> The appearance of the trustees of tbe Penn Central Railroad was postponed and subseqnently resched 
uled (or May 8,1973. 



v-sr H. R. 6591 

IN THE HOUSE OF REPRESENTATIVES 

APML 4,1973 

Mr. STAOOERS (for himself and Mr. DEVINE) (by request) introduced the fol- 
lowing bill; which was referred to the Committee on Interstate and Foreign 
Commerce 

A BILL 
To designate a network of essential rail lines; to require mini- 

mum standards of maintenance on such lines; to provide fi- 

nancial assistance for rehabilitation of rail lines; and for other 

purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 iives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Federal-Aid Railroad Act 

4 of 1973".      . 



2 

1 TITLE I—FINDINGS, PURPOSES, AND 

2 DEFINITIONS 

3 CONGBESSrONAL  FINDINGS AND DECLAEATION OF 

4 PtTEPOSE 

5 SEC. 101. The Congress finds that modern, efficient rail 

6 service is essential to interstate commerce and to national 

7 defense; that utilization of existing rail rights-of-way offers 

8 economic environmental advantages in terms of land use, 

9 air pollution, noise levels, and energy conservation; that 

10 railroad tracks and roadbeds have greatly deteriorated in 

11 recent years, especially in the Northeast section of tlie coun- 

12 try, resulting in slow orders and derailments; that such dc- 

13 terioration in plant and facilities has resulted in inferior rail- 

14 road transportation for both freight and passengers, and the 

15 consequent diversion of traffic to other modes of transporta- 

16 tion; that rehabilitation of such tracks and roadbeds will 

17 provide substantial public benefits through improved rail 

18 freight and passenger service; that the efficiency and quality 

19 of railroad service and the economic utilization of the railroad 

20 plant in the Northeast can be improved by coordination and 

21 joint use by rail carriers of lines they do not own; that these 

22 measures will be of material assistance in restoring viability 

23 to private rail operations in the Northeast; and that to assure 

24 preservation of essential rail services it is necessary to desig- 

25 nate a Federal-aid railroad system; to require minimum 



$ 

1 standards on the rail lines comprising such system; to re- 

2 habilitate, maintain, and modernize rail lines in the North- 

3 east; to establish rights of access by rail carriers to the rail 

4 lines  comprising  such   system;   and   to   provide   Federal 

5 financial   assistance   for   rehabilitation,   maintenance,   and 

6 modernization of essential rail lines. 

7 The Congress further finds that an emergency exists, 

8 particularly in the Northeast region, which threatens the 

9 continuation of adequate railroad service; that much of the 

10 railroad service in such re^on is performed by railroads in 

11 reorganization and that their continued operation is vital to 

12 the economic well-being of not only the Northeast region but 

13 also of the Nation; that such railroads may be unable to 

14 continue to provide such services without unduly impairing 

15 the rights of their creditors; that certain reorganization courts 

16 have under consideration preserving the debtors' estates by 

17 ordering the liquidation of the railroads in reorganization 

18 subject to their jurisdictions; and that the preservation of 

19 adequate railroad transportation in the Northeast region for 

20 the immediate future can be met only by emergency mea- 

21 sures providing for the continuation of essential railroad 

22 services by railroads in reorganization and by the restruc- 

23 taring of all railroad services in the Northeast r^on in 

24 such a way as to assure the continuation of essential services 

25 in an efficient and profitable manner under private manage- 
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4 
1 ment, thereby facilitating the reorganization of the affected 

2 rail carriers. "• 

3 DEJFINITIONS 

4 SEC. 102. For the purposes of this Act the term— 

6 (1)  "automatic block signals" includes automatic 

6 train stop systems, automatic train control systems, aa- 

7 tomatic cab signal systems, and any system of cen- 

8 tralized traffic control by whidi a train is operated in 

9 accordance 'with signal indications withoat train orders; 

10 (2) "Commission"   means   the   Interstate   Gom- 

11 meroeConamission; 

12 (3)  "lessor railroad" means a railroad in reorga- 

13 nization the lines and other transportation properties of 

14 which have been leased to the United States pursuant to 

15 section 201 of this Act; 

16 (4)  "main line" means all rail line equipped with 

17 two or more tracks (other than passing or side tracks) 

18 or equipped with automatic signals; 

19 (5) "Northeast region" means the States of Maine, 

20 New Hampshire, Vermont, Massachusetts, Connecticut, 

21 Rhode Island, New York, New Jersey, Pennsylvania, 

22 Delaware,  Maryland,  Virginia,  West Virginia,  Ohio, 

23 Indiana, Michigan, and Illinois; the District of Columbia; 

24 and those portions of contiguous States in which are 
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1 located facilities owned or operated by railroads in reorga- 

2 nization; 

S (6) "rail carrier" includes all common carriers by 

4 railroad subject to the provisions of the Interstate Com- 

5 <. merce Act (49 U.S.C. 1 et seq.) ; 

6 (7)  "rail line" includes main rail track or tracks; 

7 , side track and yard tracks adjacent to such main tracks; 

8 classification yards;  station  and  terminal  tracks  and 

§ fadlities; the roadbed supporting such tracks; signaling, 

ID conmiunication, and power transmission structures and 

11 devices as are permanently installed on or adjacent to 

Ijt such tracks and roadbed; bridges, culverts, fills, tunnels, 

18 and other structures occupied by such tracks and road- 

14 bed; real estate occupied by such tracks and roadbed; 

15 and real estate adjacent to such tracks and roadbed whidi 

14 is used for drainage of, maintenance of, access to, and 

17 protection of such tracks and roadbed; but does not in- 

18 elude any structures and devices other than those specified 

Ift •.     in this paragraph; 

20 (8)   "raibroad in reorganization" means a debtor 

21 railroad in reorganization under section 77 of the Bank- 

21 niptcy Act (11 U.S.C. 205) on the date of enactment 

28 of this Act; 

24 (9) "Secretary" means the Secretary of Transporta- 

25 • •      tion; and 
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1 (10)   "System" means the Federal-aid Eailroad 

2 System established by this Act. 

3 TITLE n—INTERIM AND EMERGENCY 

4 MEASURES 

5 LEASE  OF EAIL PKOPEBTIES TO THE  UNITED STATES 

6 SEC. 201.  (a)  Within ninety days after enactment of 

7 this Xot, the trustee or trustees of any luilroad in reorgaui- 

8 zation, the majority of whose hnes are located in the North- 

9 east region, all owners of rail lines leased to such railroad, 

10 whether ratified or afiSrmed or not, and all wholly owned 

11 subsidiaries and affiliates of such railroad, upon authorization 

12 therefor from the reorganization court, may tender all lines 

13 and other transportation properties, assets, and interests of 

14 such companies to the United States for lease by the United 

15 States for a term not to exceed three years. The trustees 

16 or conipauies making such tender shall at the same time 

17 agree to the operation of such properties, assets, and interests 

18 so tendered and to all other tenns and conditions of this title. 

19 Within thirty days of the receipt of such tender, the United 

20 States shall execute a lease agreement, and shall concurrently 

21 execute an operating agreement with the trustees or com- 

22 panics making such tender, and the operating agreement shall 

23 ^**^ executed by such trustees or companies as of the same 

24 date. 

25 (b)   As consideration for leasing the lines and other 
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1 transportation properties, assets, and interests tendered for 

2 lease under this section, and for their operation by the 

3 lessor, the United States shall pay to the lessors an amount 

4 to be negotiated between the trustee or trustees of the 

5 railroad   in   reorganization   and   the   f'ommission,   which 

6 amount shall be the least amount necessary to protect the 

7 interests of the creditors of such railroad during the period 

8 such lease is in eflFect and to carry out the other purposes 

9 of this title. The amount paid by the United States under 

10 this subsection shall be no more than the sum of  (1)  the 

11 net loss suffered by such railroad, excluding accrual for 

12 taxes and fixed charges deferred by the reorganization court, 

16 and excluding also depreciation expenses and extraordinary 

14 items unless approved by the Commission,   (2)   payments 

15 to meet equipment obligations, (3) any "buy-in" fee owing 

16 under the Rail Passenger Service Act of 1970  (45 U.S.C. 

1'^ 501 et seq.), and  (4)  capital expenditures as may be ap- 

18 proved by the Commission as part of a restructuring plan 

19 adopted by the Commission under this title. During the 

20 period of such lease there shall be no further accrual of 

21 real estate or other taxes imposed by States or their subdivi- 

22 sions upon the lines and other transportation properties, ns- 

23 sets, and interests of the lessor railroad leased to the United 

24 States. Accounting terms used in this subsection shall be 

6-4H O - 73 - pt.   1 - J 
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1 defined as in the Commission's Uniform System of Ac- 

2 ; counts for Railroad Companies. 

3 (c)  Any tender by a railroad in reorganization of the 

4 lines and other transportation property, assets, and interests 

5 for lease by the United States shall be made to the Commis- 

6 sion, and any lease and operating agreement shall be ex- 

7 ecuted by the Chairman of the Commission for the United 

8 States and shall be in such form and subject to such reason- 

9 able terms and conditions as the Commission shall prescribe. 

K) (d)  The lease and operating agreement shall terminate 

11 upon the discharge ol the lessor railroad from reorganization 

12 proceedings under the Bankruptcy Laws or at the expiration 

13 of three years from the date of execution of the lease and 

14 operating agreement, whichever is the earlier, unless termi- 

15 nated before then by mutual consent of the lessor railroad and 

16 the United States. 

17 (e)  While the lease and operating agreement is  in 

18 effect, the Commission shall be authorized to take whatever 

19 steps it deems necessary to protect the interests of the United 

20 States to the extent possible while maintaining and pre- 

21 serving railroad transportation services found to be essential 

22 to the public convenience and necessity. Among other things, 

23 the Commission may require prior approval by itself or by 

24 designated employees or agents of any expenditure or clnss of 

25 expenditure by the lessor railroad; it may require perform- 
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1 ance of such maintenance as it finds necessary to preserve 

2 the estate of the lessor railroad, to protect the rights of its 

3 creditors, and to assure the continuation of reasonably ade- 

4 quate Tail transportation service; it may place upon the 

5 lessor railroads' premises agents or employees to supervise 

g the operations and accounting and financial practices of such 

7 nulroad; and it may require the lessor railroad, at its own 

8 expense, to carry out such engmeering, economic, and other 

g stadies as may be necessary to expedite and facilitate the 

10 restructuring of the lessor railroad's operations so as to 

11 preserve essential railroad services and to achieve a prompt 

12 and successful reorganization of the lessor railroad. 

13 (f) At the expiration of the lease and operating agree- 

14 ment, a final audit of the amount paid thereunder shall be 

15 made by independent auditors, subject to review by the 

16 Commission, and the lessor railroad shall make payment to 

17 the United States in an amount equal to the amount paid tc 

18 it under the lease and operating agreement, or shall issue tc 

19 the United States debentures, in such form and subject tc 

20 such terms and conditions as the Commission shall prescribe, 

21 in the face value of such amount. Such debentures shal 

22 mature twenty years from the date of issue, shall be subor 

23 dinated to other securities or claims against the lessor rail- 

24 road's estate outstanding at the date of their issuance, and 
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1 shall bear interest at the rate of 3 per centum per year for 

2 the first five years and at the rate of 6 per centum per year 

3 thereafter. Such debentures may be repurchased by the lessor 

4 railroad for their face value at any time, and may be sold 

5 by the United States on such terms as the Secretary of the 

6 Treasury may prescribe, subject to the repurchase rights of 

7 the lessor railroad, 

8 INVBSTIGATIOir AND EESTEUCTURING 

9 SEC. 202. (a) Within tliirty days after the execution of 

10 a lease and operating agreement, as provided in this title, the 

11 Commission shall enter into an investigation of the railroad 

12 service performed by the lessor railroad; whereupon the 

13 Commission may direct all railroads in the area served by 

14 the lessor railroad, including the lessor railroad, and other 

15 interested parties, to submit within thirty days, unless such 

16 period is extended by the Commission,  recommendations 

17 indicating steps deemed prudent to preserve essential services 

18 performed by the lessor railroad and to eUminate or reduce 

19 operating losses of the lessor railroad, including possible plans 

20 for restructuring railroad service in the area served by the 

21 lessor railroad. ' 

22 (b)   The Commission, upon the terms and conditions 

23 prescribed by it and consistent with the provisions of this 

24 title, may declare, upon its own motion or upon petition, 

25 that certain ser^•ice performed by a railroad in reorganization 
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1 is threatened because such railroad may be compelled to sua- 

2 pend operations; whereupon the Commission may enter into 

3 an investigation of the railroad service performed by such 

4 niilroad and direct all railroads in the area served by it, 

5 including the railroad in reorganization, and other interested 

6 parties, to submit within thirty days, unless such period is 

7 extended by the Commission, recommendations indicating 

8 steps deemed prudent to preserve essential services pcr- 

9 formed by such railroad and to ehminate or reduce operating 

10 losses of such railroad, including possible plans for restructur- 

11 ing railroad service in the area served by such railroad. • 

12 (c)   Upon consideration of the recommendations sub- 

13 mitted, and other infonnation available to it, the Commission 

14 may adopt a phm which may  (1)  immediately permit, or 

15 in the case of a lessor railroad direct, a railroad or railroads 

16 in the area served by the lessor raih'oad or other railroad 

17 in reorganization, including the lessor raUroad or such other 

18 railroad, to restructure their railroad sevice, which plan may 

19 pennit or require, if found feasible, the joint use of the most 

20 economical railroad lines and terminals at a fair compensa- 

21 tion, the abandonment of operations of lines, terminals, or 

22 other facilities which are not found to be essential to the 

23 public convenience and necessity, and the lease of facilities 

24 and equipment or the granting of trackage rights of essential 

25 railroad tracks and facihties of the lessor railroad or such 



14 

12 

1 other railroad, at a fair compensation to another railroad or 

2 railroads in the area, and (2) after hearings as set forth in 

3 this title may permit or direct the abandonment of lines, ter- 

4 minals, or other operations or facilities and the sale, lease or 

5 operation of essential railroad properties of the lessor railroad 

6 or such other railroad and purchase, lease, or operation there- 

7 of by another railroad or railroads at a fair compensation and 

8 on reasonable terms. The emergency restructuring plan re- 

9 fleeting actions taken tmder this subsection shall become 

10 effective within thirty days after such order is served, unless 

11 such time is extended by the Commission, without the neces- 

12 aity of awaiting final determination of appeal on reconsidera- 

13 tion to the Commission as provided in this title. 

1* MATTERS TO BE CONSIDEEED BY THE COMMISSION 

^ SEC. 203. In adopting a plan of restructuring, the Com- 

16 mission shall give consideration to— 

•'•" (1)   the effect cessation of railroad service would 

M have on industries and employment in the area involved; 

18 (2)  the interest of the United States, under any 

20 lease and operating agreement executed pursuant to this 

** title, in reducing or eliminating the operating losses of 

22 a lessor railroad; 

23 (3)  the ability and willingness of State and local 

24 governments and users ,^1 railroad service to share in 
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1 meeting the costs of sustaining railroad service that cau- 

2 not be operated profitably; 

3 (4) the availability of alternate transportation; and 

4 (5)  any plans which Federal, State or local gov- 

5 emmental agencies may have looking toward the short- 

6 or long-term restructuring or rehabilitation of railroad 

7 services in the area served l)y the lessor railroad or other 

8 railroad in reorganization. 

9 LEASE OR PUECHASE PBICE 

10 SEC. 204. In any plan of restructuring which involves 

11 the least or sale of essential railroad properties of a lessor 

12 railroad or a railroad in reorganization to another railroad or 

13 railroads, the Commission, after hearing, under section 206 

14 of this title, shall set the fair lease or purchase price, unless 

15 agreed upon by the parties involved. The plan of reslmctur- 

16 ing shall not require sale or purchase of property wilhuul the. 

17 consent of the parties. 

18 INTEBIM FINDINGS 

19 SEC. 205. In order to permit early implementation of a 

20 plan of restructuring as provided in this title, so as to achieve 

21 the purposes of this title, the plan of restructuring may pro- 

22 vide for interim findings with respect to property rights af- 

23 fected or may defer consideration of property rights until 

24 after oral hearing as set forth in section 206. 
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1 MODIFICATION OF THE PLAN 

2 SEC. 206. After a plan of restructuring is adopted, all 

3 interested parties shall have an opportunity to present their 

4 views and comments in favor of or in opposition to such 

5 plan, and the Commission ma}-, during such pending proceed- 

6 ings or within one jcar after the conclusion thereof, order 

7 such further changes, consistent with this title, and subject 

8 to such hearings as it shall conclude arc desirable to improve 

9 such plan of restructuring, including tlie lease of the facilities 

10 of the lessor railroad or other railroad to, or their operation 

11 by, another railroad or railroads, and the fair price of such 

12 lease or contract to operate or the fair compensation for joint 

13 use of railroad lines and terniinals if not agreed to by the 

14 parties, and shall set such other conditions as it deems ncccs- 

15 sary to assure that the plan of restructuring is carried out. The 

16 fair lease or purchase price for essential lines, terminals, and 

17 other properties of a lessor railroad or a railroad in reorgani- 

18 zation conveyed in accordance with a plan of restructuring 

19 shall be no less than is required by section 77 of the Bank- 

20 ruptcy Act and shall be subject to review by the rcorganiza- 

21 tion court. 

23 EMPLOYEE  PROTECTION 

28 SEC. 207. (a) Any plan of restructuring adopted by the 

24 Commission under this title shall provide for the protection 

25 of the raihoad employees affected. 
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1 (b) During the period that a lease and operating agrce- 

2 ment executed pursuant to this title is in effect, no change in 

3 the condition of eniploymont of cmplojccs subject to the 

4 Kailway Labor Act (45 U.S.C. 151 et scq.) shall be made, 

5 except by agreement, by a lessor railroad or its employees. 

6 (c) No lessor railroad shall contract out any project for 

7 rehabilitation or maintcnnncc work performed, during the 

8 period flint a lease and operating agreement executed pur- 

9 suant to this tillc is in olTcrt, of a value of over $450 per 

10 month in labor and materials -which is normally performed 

11 by employees in any bargaining unit covered by a labor 

12 agreement between such railroad and any organization. 

IS (d) Lessor railroads shall take such action as may be 

14 necessary to insure that all laborci-s and mcchanit s enii)loycd 

15 by contractors and subcontractors in the performance of con- 

16 struction work performed during the period that a lease and 

17 operating agreement executed pursuant to this title is in 

18 effect shall be paid wages at rates not less than those prevail- 

19 ing on similar constraction in the locality as determined by 

20 the Secretarj- of LaJjor in accordance with the Davis-Iiacon 

21 Act (40 U.S.C. 267a—276a-5). Xo one shall enter into any 

22 construction contract or agreement without first obtaining 

23 adequate assurance that required labor standards \\'iU be 

24 maintained on the constnutiou work.  Health and safety 

25 standards promulgated by the Sccretarj- of Labor pursuant 
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1 to section 107 of the Contract Work Hours and Safety Stand- 

2 ards Act  (40 U.S.C. 333)  shall be appUcable to all con- 

3 struction work performed under such contracts or agree- 

4 ments, except any construction work performed by an em- 

5 ployee of the Corporation or of a railroad company. Wage 

6 rates provided for in collective bargaining agreements nego- 

7 tinted under and pursuant to the Kailway Labor Act shall 

8 be considered as being in compliance with the Davis-Bacon 

9 Act. 

10 PENAXTIES 

11 SEC. 208. The willful failure or refusal of any carrier or 

12 subsidiary, affiUate, or holding company, or of any officer or 

13 employee of any carrier, subsidiary, or holding company, to 

1^ comply with the terms of any order of the Commission pur- 

15 suant to this title shall be a misdemcsmor, and upon convic- 

16 tion thereof the carrier, subsidiary, affiliate, or holding com- 

1^ pany, or person offending shall be subject to a fine of not less 

18 than $1,000 or more than $5,000 for each offense, and each 

19 day during which such party shall willfully fail or refuse to 

20 comply with the terms of such order shall constitute a separate 

21 offense. It shall be the duty of the Attorney General of the 

22 United States to prosecute all necessary proceedings for the 

23 enforcement of the provisions of this title and for punishment 

24 of all violations thereof upon application by the Commission. 
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1 PBEEMPTION AND ANTITEUST IMMTTNITY 

2 SKC. 209. The provisions of this title shall preempt the 

3 provisioas of the Interstate Commerce Act and of section 77 

4 of the Bankruptcy Act and action taken pursuant thereto shall 

5 not be sultjoct to the antitrust laws as defined in section Sa of 

6 the Intcrs(ntc Cmnmerce Act (49 IJ.S.C. 51»). 

7 SKBVICKS OF OTHER AGENCIES 

8 SEC. 210. The Commission may use availal)le services 

9 and facihties of other departments, agencies, and instrumen- 

10 talities of the Government, with their consent, on a reiin- 

11 bursable basis. Departments, agencies, and instrumentalities 

12 of the Government shall exercise their powers, duties, and 

i;! functions in such manner as will assist in carrying out the 

] t objectives of this title. 

15 APPBOPRIATIONS 

16 SEC. 211.  (a)  Pajonents required to be made by the 

17 United States as a consequence of any lease and operating 

18 agreement executed pursuant to this title shall be made by the 

19 Secretary of the Treasury from funds hereby authorized to be 

20 appropriated in such amounts that may be necessary for the 

21 purpose of carrying out the provisions of this title. 

22 (b) There is hereby authorized to I)e appropriated to the 

23 Commission such sums as may be necessary for administrn- 

24 tive expenses under this title, but not to exceed $5,000,000 

25 in any one fiscal year. 
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1 TITLE III-THE FEDERAL-AID RAILROAD 

2 SYSTEM 

3 nnTIAL DESIGNATION OF THE SYSTEM 

4 SEC. 301. The Federal-aid railroad system shall consist 

5 initially of those main lines, yards, and tenninals, located in 

G the Northeast region nud operated l)y domestic railroad com- 

7 panies, fomid hy the Commission to he essential  to  the 

8 present and future puhlic oonvenicnre and necessity and hest 

9 suited for inclusion of an integrated system of main line, 

10 yard, and terminal faeilities capahle of meeting the needs of 

11 conmieroc of the United States and the national defense. In 

12 determining which main hnes, yards, and tenninals should 

i;', he included on the Federal-aid railroad system, the Commis- 

14 sion shall take into consideration the interests of the persons, 

]') communities. States, and regions afTected therehy; the existing 

](j pattern of senice by railroads and alte^rnative modes; present 

17 and projected future economic and population patterns; and 

18 the public interest in a privately operated, balanced, inte- 

19 grated, competitive, and economical transportation system 

20 responsive to the nee<ls of the public and the users of such 

21 system. To the extent consistent with the purposes of this 

22 Act, the Commission shall not designate as part of the sys- 

23 tern rail lines which are parallel to, and duplioitive of, other 

24 lines included on the system. The designation of additional 

2.') regions within which railroad main lines, ynrAs, and termi- 
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1 nals shall be deelued eligible for cttiisideratiou for imliisioii 

2 on tbe Federal-aid railroad system shall be made oiii\- by 

3 the Congress. 

4 PKOCEDURE FOR MAKIXG FIXAL UESIGXATIOX 

5 SKC. 302. Within one hundred and twenty days after the 

6 euactmeut of this Act, any railroad company or railroad 

7 companies jointly may file with the Commission an ajjpli- 

8 cation seeking the designation of any main line, yard, or 

9 terminal operated by it or them, and located in the Xorth- 

10 east region, as part of the system. Applications shall be in 

11 such form, and shall contain such information, as the Com- 

12 mission shall prescribe. Within one hundred and eighty days 

i;3 after the enactment of this Act, the Commission shall issue 

1-^ and make public its tentative findings as to those main lines, 

15 yards, and terminals which should be included on the sys- 

1^ teni, including any which it finds should be considered for 

J7 inclusion and which have not been the subject of applications 

18 filed by a railroad company or companies. Within sixty days 

19 of the issuance of the Conunission's tentative report, the 8ec- 

20 retarj- shall, and all other interested parties nuiy, submit 

21 conmients to the Commission. The conunents of the Sccre- 

22 tary shall, among other things, identify all short- to mediuni- 

-3 distance corridors in densely populated areas in which the 

--1 major upgrading of rail Hues for high-speed passenger opera- 
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1 tiun wuuld retuiii substantial public beuefits iu rclaliou to 

2 the cost of such upgrading. 

3 FINAL DESIGNATION OF TlIK SYSTEM 

4 SEC. 303. Upon consideration of such comments, and 

5 following the holding of such public hearings ns it deems 

6 necessary, the Commission shall, within one year of the date 

7 of enactment of this Act, release and submit to the Congress 

8 the Federal-aid railroad system. The system as designated 

9 by the Commission shall become effective for the purposes 

10 of thb Act upon the date that the report of the Commission 

11 is submitted to Congress and shall not be revicwable iu an}- 

12 court. 

lo ADDITIONS  TO AND  DELETIONS  FKOM  THE  SYSTEM 

14 SEC. 304. At any time after the expiration of two yeai-s 

15 following the designation of the system under section 303 

IG of this title, any party may request the Commission to add 

17 or delete rail lines to or from such system. The Commis- 

18 siou shall, with refeience to the Secretarj''s report prepared 

li) in accordance with section 305 of this title, make the nddi- 

20 tion or deletion if provided with sufficient proof that such 

21 addition or deletion is consistent with the pubUc interest. 

22 Approval of a deletion shall not be considered by the Com- 

23 mission as evidence in an abandonment proceeding that serv- 

24 ice on the line deleted is no longer required by public con- 

25 vcnience and ^necessi^. 
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1 •.• •    RAILWAY   NEEa)S   REPORT 

2 SEC. 305. (a) The Secretary shall prepare and submit 

3' to the Congress on January 1 of the second year following 

4 enactment of this Act, and every second year thereafter, a 

•5 report, hereinafter referred to as the "Railway Needs Ee- 

6 port", setting forth major transportation services that should 

7 be provided by railroads in the United States. In formulating 

8 his report the Secretary shall take into consideration the 

9 interests of persons and communities affected thereby; exist- 

10 ing rail facilities and the pattern of service by railroads; the 

11 facilities of alternative modes of transportation currently in 

12 existence; the cost of establishing transportation facilities in 

13 addition to existing fatalities; the cost of providing service 

14 by extension of existing transportation services; the cost of 

15 providing transportation by rail and alternative modes; the 

16 existing investment in the transportation facilities of rail 

17 and alternative modes and the economic value thereof; the 

18 existing pattern of service by alternative modes; and the 

19 public interest in a balanced and economical transportation 

20 system responsive to the needs of the public and the users 

21 of such system. 

22 (b) For the purposes of preparing the Railway Needs 

23 Report,  the  Secretary shall undertake  and  carry  out  a 

24 study of the long-term capital needs for line relocation, 

25 tunneling,   highway  grade  crossing  elimination,   electrifi- 
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1 cation,  improvement  of yards  and  terminals,  and  other 

2 major  upgrading  of  the  railroad  system  of  the   United 

3 States, including the high density corridors identified by the 

4 Secretary under section 302 of this title. The study shall 

5 include recommendations for investment priorities among 

6 the various possible upgrading projects, and shall evaluate 

7 the form and extent to which the Federal Government should 

8 assist with the financing of such upgrading. 

9 SYSTKM STANDARDS 

10 SEC. 306. Concurrently with the designation of the 

11 system imder section 303 of this title, the Commission shall 

12 prescribe standards for the rehabilitation and maintenance 

13 of all main-line track on the system for dependable opera- 

14 tion of frei^t trains at speeds up to sixty miles an hour and 

15 passenger trains at speeds up to eighty miles an hour, and 

16 of all yards and terminals on the system for the efficient 

17 switching and classification  of cars.  In fomuilatiug such 

18 standards, the Commission shall be guided by preferred or 

19 recommended practices from an engineering and economic 

20 standpomt as distinct from minhnum requirements for safety. 

21 In all respects other than those enumerated in this section, 

22 all main-line track included within the system shall meet 

23 the requirements for class four track of the track safety 

24 standards prescribed by the Secretarj- pursuant to the Fed- 

26 eral Railroad Safety Act of 1970 (45 U.S.C. 421 et seq.). 
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1 PEOOBAMS 

•a SEC. 307. As soon as practicable after the designation 

3 of the system has been made, any railroad desiring to avail 

4 itself of the benefits of this title shall submit to the Commis- 

5 sion for its approval a program or programs of proposed 

6 projects for the rehabilitation of lines, yards, and terminals 

7 included on the system. The Commission shall act upon pro- 

g grams submitted to it as soon as practicable after the same 

9 have been submitted. The Commission may approve a pro- 

10 gram in whole or in part, but it shall not approve any project 

11 in a proposed program which is not located on the system. 

12 In approving programs for projects on the system, the Com- 

13 mission shall give preference to such projects as will expedite 

14 the completion of an adequate and connected system of rail- 

15 roads, interstate in character. 

18 PLANS, SPECIFICATIONS,  AND ESTIMATBS 

17 8BC, 308. Kailroads shall submit to the Commission for 

Ig approval, as soon as practicable after program approval, 

19 such surveys, plans, specifications, and estimates for each 

20 proposed project included in an approved program as the 

21 Commission may require. The Commission shall act upon 

22 such surveys, plans, specifications, and estimates as soon as 

23 practicable after the same have been submitted, and its ap- 

24 proval of any such project shall be deemed a contractual obli- 

25 gation of the Tederal Government for reimbursement of such 

98-474 O - 7S - pt.  1-3 
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1 railroads of the cost thereof, as determined by the Commis- 

2 slon, as provided in this title. In taking, such action, the 

3 Commission shall be guided by the provisions of section 309 

4 of this tide. 

'5 .                                     PBOJBOT STANDABDS 

6 SBG. 309. (a) The Commission shall not approve plans 

7 and specifications for proposed projects on the system if 

8 they fail to provide for a facility that will adequately meet the 

9 existing and probable future traffic needs and conditions 

10 . in a manner conducive to safety, durability, and economy 

11 of maintenance; and that will be designed and constructed 

12 in accordance with the standards best suited to accomplish 

13 the foregoing objectives and to conform to the particulai^ 

1^ needs of each locality. 

15 (b)   The geometric and construction standards to be 

1^ adopted for the system shall be approved by the Commisr 

1^ sion in cooperation with the participating milroads. Such 

18 standards, as applied to each actual construction project, 

19 shall bo adequate to enable such project to accommodate 

20 the types and volumes of traffic anticipated for such project 

21 for the twenty-year period conmiencing on the date of ap^ 

22 proval by the Commission, under section 308 of this title, 

23 of the plans, specifications, and estimates for actual con- 

24 struction of such project. 
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1 PROJUCT AGKEBMKNTS 

2 SEC. 310. As soon as pi'acticable after the plans, specifi- 

3 cations, and estimates for a specific project have been ap- 

4 proved, the Couiniission shall enter into a fonnal project 

5 agreement with the railroad concerning the construction 

6 and maintenance of such project. 

7 BAII.BOAD EMPLOYEES 

g SEC. 311. All rehabiUtation, maintenance, and improve- 

9 ment work performed pursuant to this title shall be under- 

10 taken by the railroad and shall be done by railroad em- 

11 ployees. Such work shall be subject to the inspection and 

12 approval of the Commission. 

13 EEIMBUESESIENT 

14 SEC. 312. Upon execution of a project agreement, the 

15 Connnission is authorized to reimburse railroads for funds 

IC expended by them in cairyuig out the design and coustrac- 

17 tion of projects approved by it for inclusion on the system. 

18 Partial payments may be made upon the completion by the 

19 railroad and acceptance by the Commission of ideutifinblo 

20 tasks or subprojects, and need not await completion and 

21 acceptance of the entire project. 

SB .TOINT  USE 

23 SEC. 313. Upon application to the Commission by any 

-i rail carrier for the use of any rail line, yard, or terminal on 
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1 the system for perfoniiing transportation ser\'ices, if the 

2 applicant is fit, willing, and able to properly perform the 

3 service proposed; if such service is or will be required by 

4 the present or future public convenience and necessity; and 

5 if the operations of the applicant will not significantly ini- 

6 pair the level of performance of the carrier or carriers already 

7 using the line who are adequately serving the public, the 

8 Commission shall by order require the joint use by the appli- 

9 cant of such rail lines, yards, or terminal upon such tenns 

10 and conditions as are reasonable under the circumstances. 

11 APPROPRIATIONS 

12 SEC, 314. There are authorized to be appropriated to the 

i;} Connnission such sums as may be necessary to bring all rail 

14 lines, yards, and termuials on the system into compliance 

15 with the requirements of this title and of the Federal Kail- 

li) road iSafety Act of 1J)70, and for the administration of this 

17 title, but not to exceed $400,000,(X)0 in each of the two fiscal 

18 yeai-s ending Jmie 30, 1974, and June 30, 1975. 

19 TEANSI'ORTATION TAX 

90 Slit". 315. (a) There is hereby imposed upon the amount 

21 paid within the United States for the transportation of prop- 

22 erty, except by air, from one point in the United States to 

23 another, beginning sixty days after the date of enactment of 

24 this Act, a tax equal to 1 per centum of the amount so paid. 

25 In the case of property transported from a point without the 
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1 United States to a point within the United States, the tax 

2 shall apply to the amount paid within the United States for 

3 that part of the transportation which takes place witlun the 

4 United States. The tax imposed by this subsection shall apply 

5 only to amounts paid to a carrier engaged in the transporta- 

6 tion of property for hire, including amounts paid to a freiglit 

7 forwarder, express company, or similar person, l)ut not in- 

8 chiding amounts paid by a freight forwarder, express com- 

9 pany, or similar person for transportation with respect to 

10 which a tax has previously been paid under this section. 

11 (b)  The tax imposed by this section shall be paid by the 

12 person making the payment subject to the tax. Each person 

13 receiving any payment specified in sul)scction   (a)   shall 

14 collect the amount of the fax imposed from the person making 

15 such payment, and shall, on or before the last day of each 

16 month, make a return, under oath, for the preceding month, 

17 and pay the taxes so collected to the Collector of Internal 

18 Revenue in the Internal Revenue District in which its prin- 

19 cipal place of business is located. Such returns shall contain" 

20 such information and be made in such manner as the Com- 

21 missioner of Internal Revenue, with  tlic approval of the 

22 Secretary of the Treasury', may by regulations prescribe. 

33 (c) The Commissioner of Internal Revenue may extend 

24 the time f(n" making returns and paying the taxes collected. 

25 under such rules and rrgidations as bo shall prescribe with the 
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1 approval of the Secretary of the Treasury, but no such ex- 

2 tension shall be for more than ninety days. 

3 (d) Everj- carrier engaged in the transportation, except 

4 by air, of property for hire within the United States shall, 

5 within sixty days after the effective date of this section, rogis- 

6 ter its unnie and place or places of business with the Collector 

7 of Internal Revenue in the Internal Revenue District in 

8 which is located its principal place of business. 

9 (d)  The Secretary of the Treasury may authorize ex- 

10 emption from the tax imposed by this section as to any par- 

11 ticular transportation service or class of transportation ser^•- 

12 ices to be performed for the exclusive use of the United 

lU States if he determines that the imposition of such tux with 

14 respect to such service or class of services will cause substan- 

15 tinl burden or expense which can be avoided by granting tax 

16 exemption and that the full benefit of siich exemption, if 

17 granted, will accrue to the United States. 

18 (e)  EfTective with respect to transportation beginning 

19 ten years from the date of enactment of this Act, the tax im- 

20 posed by subsection (a) of this section shall not apply. 

21 TITLE IV—LOCAL RAIL SERVICES 

22 RAIIiROAD ABANDONMENT PKOCEDURES 

23 SRC. 401. Paragraphs  (18),  (19),   (20),  (21), and 

24 (22)   of section  1  of the Interstate Commerce Act   (49 

2r) T^S.C. 1 (18) et sccj.) arc amended to read as follows: 



81 

29 

1 "(18) No carrier by railroad subject to this part shall 

2 undertake the extension of its line of railroad, or the con- 

3 struction of a new line of railroad, or shall acquire or oper- 

4 ate any line of railroad, or extension thereof, or shall engage 

5 in transportation under this part over or by means of such 

6 additional or extended line of railroad, unless and until there 

7 shall first have been obtained from the Commission a certifi- 

8 cate that tlie present or future public convenience and ne- 

9 cessity require or will require the construction, or operation, 

10 or construction and operation, of such additional or extended 

11 line of railroad. Nothing in this paragraph or in section 5 

12 shall be considered to prohibit the making of contracts be- 

13 tween carriers by railroad subject to this part, without the 

14 approval of the Commission, for the joint ownership or joint 

15 use of spur, industrial, team, switching, or side tracks. 

16 "(19)   The application for and issuance of any sudi 

17 ccrtificato shall be under such rules and regulations as to 

18 hearings and other matters as the Commission may from 

19 time to time prescribe, and the provisions of this part shall 

20 apply to fl'll such proceedings. Upon receipt of any applica- 

21 tion for sjich certificate the Commission shall cause notice 

22 thereof to be ^ven to and a copy filed with the Governor 

23 of each State in which such additional or extended line of 

24 railroad is proposed to be constructed or operated with the 

25 right to be heard as hereinafter provided with respect to 
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1 the hearing of complaints or the issuance of securities; and 

2 said notice shall also be published for three consecutive 

3 weeks in some newspaper of general circulation in each 

4 county in or through which said line of railroad is proposed 

5 to be constructed or operated. 

6 " (20) The Commission shall have power to issue such 

7 certificate as prayed for, or to refuse to issue it, or to issue 

8 it for a portion or portions of a line of railroad, or extension 

9 thereof, described in the application, and may attach to the 

10 issuance of the certificat* such terms and conditions as in its 

11 judgment the public convenience and necessity may require. 

12 From and after issuance of such certificate, and not before, 

13 the carrier by railroad may, without securing approval other 

14 than such certificate, comply with the terms and conditions 

15 contained in or attached to the issuance of such certificate 

16 and proceed with the construction  or operation  covered 

17 thereby. 

13 "(21)  The Commission may, after hearing, in a pro- 

19 ceeding upon complaint or upon its own initiative without 

20 complaint, authorize or require bj' order any carrier by rail- 

21 road subject to this part, party to such proceeding, to provide 

22 itself with safe and adequate facilities for performing as a 

23 common carrier its car service as that term is used in this 

24 part, and to extend its line or lines. No such authorization or 

25 order shall be made unless the Commission finds, as to such 
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1 extension, that it is reasonably required in the interest of 

2 public convenience and necessity, or as to such extension or 

3 facilities that the expense involved therein will not impair the 

4 ability of the carrier to perform its duty to the public. Any 

5 carrier subject to this part which refuses or neglects to com- 

6 ply with any order of the Commission made in pursuance of 

7 this paragraph shall be liable to a penalty of $100 for each 

8 day during which such refusal or neglect continues, which 

9 shall accrue to the United States and maj' be recovered in a 

10 civil action by the United States. 

n " (22) Except in the case of an abandonment of opera- 

12 tions pursuant to a restructuring plan adopted by the Com- 

13 mission as provided in title II of the Federal-Aid Raihoad 

14 Act of 1973, no carrier by railroad subject to this part shall 

15 abandon all or any portion of a line of railroad, or the operar 

16 tion thereof, except in accordance with this paragraph unless 

17 and until there shall first have been obtained from the Com- 

18 mission a certificate that the present or future public con- 

19 venience and necessity permit of such abandonment. A car- 

20 rier or carriers may file with the Commission a notice to 

21 abandon a Unc of railroad, or the operation thereof, which 

22 notice shall be made under such rules and regulations as the 

23 Commission may from time to time prescribe, and the provi- 

24 sions of this part shall apply to all such proceedings. Abnn- 

25 donments pursuant to such notice shall be governed by the 
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1 provisions of this paragraph, the laws or constitution of any 

2 State, or the decision or order of, or the pendency of any 

3 proceeding  before,  any  court  or  State  authority  to  the 

4 contrary notwithstanding. The carrier or carriers filing notice 

5 with the Commission pursuant to this paragraph shall file 

6 simultaneously with the Commission a certificate of service 

7 of the notice by mail upon the Governor of each State in 

8 which all or any portion of the line of railroad, or (he operar 

9 tion thereof, is proposed to be abandoned, and a certificate 

10 of posting of notice in every station on such line and a cer- 

11 tificate that notice has been published for three consecutive 

12 weeks in a newspaper of general circulation in each county 

13 in or through which said line of railroad operates. Notice 

14 shall also be given to all shippers and receivers who have 

15 used the line in the preceding eighteen month)*. All notices 

16 provided for in this paragraph shall be filed with the Cora- 

17 mission at least ninety days in advancio of any abandonment 

18 of any line of railroad or operation thereof pursuant to such 

19 notice and to this paragraph. Upon the filing of any notice 

20 pursuant to this paragraph, the Commission shall  during 

21 said ninety days' notice period upon complaint of an ag- 

22 grieved party, or may upon its own initiative, enter upon an 

23 investigation of the action proposed in the notice. If no 

24 such investigation is instituted, the Commission shall issue a 

25 certificate at the expiration of the ninety days' notice period 
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1 that public convenience and secessity permit the abandon- 

2 ment proposed in tlio notice. If an investigation is instituted, 

3 the Commission, by order served upon the carrier or carriers 

4 affected thereby at least ten days prior to the day on which 

5 the abandonment proposed in the notice would otherwise 

6 become effective, shall postpone the abandonment in whole 

7 or in part, pending investigation, but not for a longer period 

8 than eight months beyond the date when such abandonment 

9 would otherwise have become effective. If, following such 

10 investigation, the Commission finds that the public conven- 

11 ience and necessity does not permit of the abandonment, it 

12 may, if necessary, order the restoration of the line or the 

13 operation thereof. Any investigation instituted under this 

14 paragraph may include full public hearings at a point or 

15 points on or reasonably adjacent to the Une proposed to be 

16 abandoned, either on the Commission's own motion or when 

17 such hearings are requested by any interested party. The 

18 abandonment proposed in the notice shall become effective 

19 sixty days after the Commission shall have issued an order 

20 finding such abandonment consistent with public convenience 

21 and necessity. The Commission may, in such order, and sub- 

22 ject to the other provisions of this paragraph, authorize the 

23 abandonment of a portion or portions of the line of railroad, 

24 or the operation thereof, described in the notice, or the partial 

25 exercise only of such privilege, and attach to the issuance 



36 

34 

1 of the certificate of abapdonment such terms and conditions 

2 as, in its judgment, the public convenience and necessity 

3 may require. In determining whether to make such finding 

4 the Commission shall consider the following: losses in op- 

5 erating the line proposed to be abandoned, as measured by 

6 costs of service including maintenance cost and such repairs 

7 or improvements necessar}"^ to continue the line at a physi- 

8 cal standard necessary to provide safe, reliable, and efiicient 

9 service; extent of actual use of and need for the line by ship- 

10 pers or receivers; and the development of an efficient and 

11 economical transportation system: Provided, however, That 

12 the abandonment shall be allowed unless continued opera- 

13 tion of the line proposed to be abandoned will produce suf- 

14 ficient revenue to cover the avoidable costs of handling 

15 trafiic to, from, and beyond the line: And provided further, 

16 That a finding permitting an abandonment shall be subject 

17 to the provisions of paragraph  (27) of this section. Partial 

18 changes in operation or service shall be treated in accordance 

19 with paragraph   (4)   of this section. In any investigation 

20 hereunder, the burden of proof shall be on the carrier." 

21 ADDITIONAL ABANDONMENT PEOCEDUEES 

22 ^EC. 402. Section 1 of part I of the Interstate Com- 

23 merce Act (49 U.8.C. 1) is amended by adding at the end 

24 thereof the following new paragraphs: 

25 "(23)   Any construction,  operation,  or abandonment 
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1 contrary to tlie provisions of paragraph   (18),   (19), or 

2 (22)   of this section may enjoined by any United States 

3 district court of competent jurisdiction at the suit of the 

4 United States, the Commission, any commission or regulat- 

5 ing body of the State or States affected, or any party in 

6 interest; and any carrier which, or any director, officer, re- 

7 ceiver, operating trustee, lessee, agent, or person, acting for 

8 or employed by such carrier, who, knowingly authorizes, 

9 consents to, or permits any violation of the provisions of 

10 paragraph   (18),   (19), or   (22)   of this section shall be 

11 fined not more than $5,000 or imprisoned not more than 

12 three years, or both. 

IS "(24)  The authority of the Commission conferred by 

14 paragraphs   (18)   to   (22)   of this section, both inclusive, 

15 shall not extend to the construction, acquisition, or abandon- 

16 ment of spur, industrial, team, switching, or side tracks, 

17 located or to be located wholly within one State, or of street, 

18 suburban,  or interurban electric railways, which are not 

19 operated as a pai't or pails of a general railroad system of 

20 transportation. 

Sa " (25) (a)  Within one hundred and twenty days after 

22 enactment of this paragraph, each raih-oad shall prepare and 

23 file with the Commission and publish in accordance with 

24 regulations promulgated by the Commission a full and com- 

25 plet« diagram of its transportation system describing its low- 
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1 density rail lines, as that term shall be defined by the Com- 

2 mission. In defining 'low-density rail lines' for the purposes 

3 of this part, the Commission may adopt standards which vBiy 

4 among regions of the country or among individual railroads 

5 or groups of railroads. A railroad shall also identify on such 

6 diagram any other line for which it may seek authority to 

7 abandon. A railroad shall amend its diagram as the Oom- 

8 misfflon shall require, to reflect any changes in this system. 

9 " (b) No carrier shall abandon all or any portion of a line 

10 of railroad (or operation thereof), the abandonment of which 

11 is opposed by any person who has used the service provided 

12 thereon during the eighteen months preceding the date of fil- 

ls ing of the abandonment application or is opposed by any 

14 State, county, or municipality served by that line, unless such 

15 railroad line has been identified on the diagram provided for 

16 in subparagraph (a) of this paragraph for at least eighteen 

17 months. 

18 " (26)  In the event the Commission shall during the 

19 eight months provided for in paragraph (22) make a finding 

20 that the public convenience and necessity permit abandon- 

21 ment, it shall also concurrently make a determination of the 

22 extent to which, if any, the revenues attributable to the line, 

23 lines, or operations in question cover the relevant avoidable 

24 costsreferred to in paragraph (22). 

25 "(27) Any carrier undertaking the abandonment of a 
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1 line of railroad or a portion thereof or the operations there- 

2 over pursuant to the provisions of this section, shall be re- 

3 quired to protect the interests of employees affected by such 

4 abandonment. Such protective arrangements shall be those 

5 agreed to by the carrier and the representatives of its em- 

6 ployees or, in the absence of such agreement, as the Commis- 

7 sion shall determine. Such protective arrangements shall be 

8 included in an order to be issued by the Commission at the 

9 end of ninety days' notice period or the eight months' sus- 

10 pension period, as the case may be. 

11 "(28) Within one hundred and eighty days following 

12 the date of enactment of this paragraph and as required 

13 thereafter, the Commission shall determine, pursuant to se©- 

14 tion 553 of title 5, United States Code, and shall publish 

15 standards for determining the 'avoidable costs of handling 

IG traffic' and 'revenues attributable to the line' as those tcntis 

17 are used in this section. -           .                                    -A 

18 " (29)  In any instimc* in which the Commission shall 

19 have found that the present or future public convenience and 

20 necessity permit the abandonment of any line of railroad, the 

21 Governor of any State in which all or a portion of such line 

22 is located may, prior to the effective date of the Commission's' 

2:J order, notify the Commission and the railroad performing 

24 the service involved if it is the State's intention to provide 

25 operating subsidies for the railroad in order to assure continu- 
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1 ance of service found by the State to be essential. Upon such 

2 notice, the Commission may order au additional postpone- 

3 ment of the abandonment of not more than six months in 

4 order to permit arrangements for subsidy to be made. 

5 " (30)  In any instance in which the Commission finds 

6 that the present or future public convenience and necessity 

7 permit the abandonment of any line of raihroad, Uie Commis- 

8 sion shall impose as a condition of such abandonment the 

9 tracks and other structures or facilities be removed so as to 

10 return the land held in conjunction with the operation of 

11 such abandoned line to a safe condition suitable for other 

12 use. The Commission shall also impose as a condition, where 

13 appropriate, an opportunity for acquisition of such land by 

14 any governmental body for public use or otherwise. 

15 "(31) Applications for abandonment  filed  with  the 

16 Commission before the date of enactment of this paragraph, 

17 shall be governed by the provisions of section 1 of this Act 

18 (49 U.S.C. 1)  as in effect on the date of the application, 

19 except that the issuance of a certificate authorizing abandon- 

20 ment shall be stayed if, prior to the effective date of the 

21 Commission's order finding that the public convenience and 

22 necessity permit of the abandonment, the Governor of any 

23 State within which the line authorized to be abandoned is 

24 located notifies the Commission and the railroad oi the 

25 State's intention to provide an operating subsidy." 
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1 MAINTAINING   ESSENTIAL   RAH.   SEBVICE8 

S SEC. 403.  (a)  The Commission is authorized pursuant 

3 to regulations prescribed by it to reimburse a State for 70 

4 per centum of the amount paid by such State as operating 

5 subsidy to continue service on a rail line or lines that would 

6 otherwise have been abandoned. In determining whether to 

7 make such reimbursement the Commission shall accept the 

8 State's determination of need for continuation of the railroad 

9 service which would otherwise have been abandoned. It 

10 may require adjustment in the amount of the subsidy to be 

11 paid if it finds such amount to be grossly disproportionate 

12 to the level of service to be provided. 

19 (b) Within six months from the date of enactment of 

14 this title, the Commission shall prescribe regulations govem- 

15 ing the procedure for application by a State for reimburse- 

16 ment of railroad operating subsidies and setting forth the con- 

17 ditions required of all contracts or other arrangements for 

13 operating subsidy. 

]0 (c) If the Conunission finds that an operating subsidy 

20 contract or other arrangement as submitted fails to comply 

21 with its regulations or that the amount of the subsidy to be 

22 paid is grossly disproportionate to the level of service to be 

23 provided, it shall so advise the State within thirty days of 

24 the receipt of the application for reimbursement, in writing, 

25 together with the reasons therefor, and shall afford the State 

9S-474 O - 73 - pU  1-4 
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1 a period of fifteen days within which to revise such contract 

2 or other arrangement. •< 

8 (d)   An operating subsidy contract between a State 

4 and a raikoad may be for any period of time, but the length 

5 of time during which the Commission may reimburse the 

6 State, as provided in this title, for operating subsidies paid 

7 to continue operation of any particular line of railroad shall 

8 not exceed three years. 

9 (e)   The Commission shall not reimburse a State for 

10 operating subsidy paid to a railroad unless such State has 

11 adopted legislation extending authority to the Governor or 

12 other appropriate State official or agency to perform its 

13 obligations in accordance with the terms of this title and 

14 regulations issued by the Commission. 

15 (f) There is authorized to be appropriated to the Com- 

16 mission not to exceed $50,000,000 in each fiscal year to 

17 carry out the purposes of this title. 

18 (g)  The initial capital costs of restoring or upgrading 

19 a line of railroad or other facilities to such condition as 

20 necessary for the provision of service may not be included 

21 in an operatmg subsidy contract or other arrangement. Such 

22 capital costs may be prorated over the life of such line or 

23 facilities and such prorated cost may be included as part of 

24 the cost of an operating subsidy contract or other arrange- 

2o ment. 
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[H.R 4897, 93d Congrress, let session, introduced by Mr. Adams on February 28, 
1973, and 

H.R. 5822, 93d Confess, Ist session, introduced by Mr. Adams (for himself, Mr. 
Boland, Mr. Burke of Massachusetts, Mr. Helstoski, Mr. Howard, Mr. Moakley, 
Mr. Podell, Mr. Thompson of New Jersey, Mr. Tieman, Mr. Studds, and Mr. 
Yatron) on March 20, 1973, are identical as follows:] 

A BILL 
To create a not-for-profit corporation to acquire and to maintJiin 

rail lines in the Northeast region of the United States; to pro- 

vide financial assistance for the acquisition, rehabilitation, and 

maintenance of such rail lines; and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 lives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Essential Rail Services 

4 Act of 1973". 

5 TITLE I—DEFINITIONS 

6 SEC. 101. For the purposes of this Act the term— 

7 (1)   "Commission"  means  the  Interstate  Com- 

8 merce Commission; 
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1 (2) "Corporation" means the Northeast Rail Line 

2 Corporation created by this Act; 

3 (3) "Northeast region" means the States of Maine, 

4 New Hampshire, Vermont, Massachusetts, Connecticut, 

5 Rhode Island, New York, New Jersey, Pennsylvania, 

6 Delaware,  Maryland, Virginia, West Virginia,  Ohio, 

7 Indiana, Michigan, and Illinois, together with the Dis- 

8 trict of Columbia; 

9 (4)   "rail  carrier"  includes  railroad  companies; 

10 mail, express, or less-than-carload freight carriers; State, 

11 regional, or local transportation agencies; the National 

12 Railroad Passenger Corporation; and other private pas- 

13 senger carriers; 

14 (5)  "rail line" includes main rail track or tracks; 

15 side tracks  and yard tracks adjacent to  such main 

16 tracks; the roadbed supporting such tracks; signaling, 

17 communication, and power transmission structures and 

18 devices as are permanently installed on or adjacent 

19 to  such tracks and  roadbed;  bridges,  culverts,  fills, 

20 tunnels, and other structures occupied by such tracks 

21 and roadbed; real estate occupied by such tracks and 

22 roadbed; and real estate adjacent to such tracks and 

23 roadbed which is used for drainage of, maintenance of, 

24 access to, and protection of such tracks and roadbed; 

25 but does not include classification yards; station and 
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1 terminal tracks and facilities, other than runnmg tracks; 

2 any strutituree and devices other than those specified in 

8 this paragraph; and does not include air rights over, 

4 nor mineral rights under, such tracks and roadbed; 

5 (6)  "railroad company" means a class I or class 

6 n rdlroad, including switching and technical companies, 

f as defined by the Interstate Commerce Commission and 

8 subject to part I of the Interstate Commerce Aot; and 

9 (7)   "Secretary" means the Secretary of Trans- 

10 portatlon. 

n TITLE II—NORTHEAST RAIL LINE 

18 CORPORATION 

J3 OEEATION OF THE CORPORATION 

14 SBO. 201. There is authorized to be created a Nortii- 

15 east Rail Line Corporation. The corporation shall be a not- 

15 for-profit corporation, the purpose of which shall be to re- 

17 habilitate, maintain, and modernize rail lines so as to fully 

18 develop the potential of modem rail service in meeting the 

19 transportation requirements in the Northeast region of the 

20 Nation. The corporation will not be an agency or establish- 

21 ment of the United States Government. It shall be subject 

22 to this Act, and, to the extent consistent with this Act, to 

23 the District of Columbia Not-For-Profit Corporation Act. 

24 The right to repeal, alter, or amend this Act at any time is 

25 expressly reserved. 
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1 PEOOBSS OP OEQANIZATIOIf 

2 SEC. 202. The Secretary of Transportation, the Under 

3 PeCTetary  of  Transportation,   and  the   Federal   Railroad 

4 Administrator shall serve as incorporators of the corpora- 

5 tion, and as the board of directors for thirty days following 

G the enactment of this Act.  The incorporators shall take 

7 whatever actions are necessary to establish the corporation, 

8 including the filing of the articles of incorporation. 

9 BOASD OF DIRBCTOBS 

10 8BC. 203.  (a) The corporation shall have a board of 

11 thirteen directors consisting of individuals who are citizens 

12 of the United States, of whom one shall be elected annu- 

13 ally to serve as chairman. The initial board of directors 

14 shall take office on the thirty-first day after the date (rf 

15 enactment of this Act. 

16 (1)  Two members of the board shall be appointed by 

17 the President of the United States for terms of four years, 

18 except that the first member so appointed shall continue in 

19 office for a term of two years. 

20 (2) One member of the board shall be appointed by the 

21 President of the United States upon recommendation of the 

22 Senate leader (majorky leader or minority floor leader) of 

23 the poUtical party oppoate to the political party of the 

24 President for a term of four years, except that the first 

25 member appointed shall continue in office for a term of 

26 one year. 
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1 (3)  One member of the board shall be appomted by 

2 the President of the United States upon recommendation 

3 of the House of Representatives leader (Speaker or minority 

4 leader) of the political party opposite to the political party 

5 of the President for a term of four years, except that the 

6 first member appointed shall continue in office for a term 

7 of three years. 

8 (4)   Three members of the board shall be appointed 

9 annually by the National Governors Conference upon recom- 

10 mendation of the Governors of the States of the Northeast 

11 region. One of the members appointed shall be of the op- 

12 posite political party to the other two members. 

18 (5) Two members of the board shall be elected annually 

14 by the railroad companies who have conveyed rail lines to 

15 the corporation. Each such railroad company shall have one 

16 vote per one billion gross ton-miles in freight train service 

17 operated during the last calendar year for which such data 

18 has been reported to the Interstate Commerce Commission. 

19 If  the  gross  ton-miles  of  any  single  railroad  company 

20 together with its controlled and affiliated subsidiaries is more 

21 than 50 per centum of the total eligible to vote, such com- 

22 pany and subsidiaries shall be eligible to vote for only one 

23 of the two members. 

24 (6)  One member of the board shall be appointed an- 

25 nually by the National Railroad Passenger Corporation. 
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1 (7) One member of the board shall be appointed an- 

2 nually by the Congress of Railway Unions. 

3 (8)   One member of the board shall be appointed 

4 annually by the Railway Labor Executives Association. 

5 (9)  One member of the board shall be appointed an- 

5 nually by the National Industrial Traffic League. 

7 (b)   Any member selected to fill a vacancy may be 

g selected only for the unexpired term of the director whom 

9 he or she succeeds. A director whcfse term has expired shall 

10 continue to serve until his or her successor is selected. 

11 (c) Upon the inauguration of a President of a different 

12 political party than his or her predecessor, successors of 

13 members who have been appointed upon recommendation of 

14 the Senate and House leaders shall be appointed by the 

15 President in accordance with paragraph  (1)  of subsection 

16 (a)  of this section, and successors of members who have 

17 been so appointed shall be appointed upon recommendation 

18 of the Senate and House leaders, the first such successor 

19 upon recommendation of the Senate leader. 

20 (d)   No director other than those elected by railroad 

21 companies may have any direct or indirect financial or 

22 employment relationship with any railroad company during 

23 the time that he or she serves on the board. 

24 (e)  No director elected by railroad companies shall 

25 vote on any action of the board of directors relating to  any 
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1 contract or operating relationship between the corporation 

2 and a rail carrier, but he or she may be present at meetings 

3 of the board at which such matters are voted upon, and 

4 may be included for purposes of determining a quorum and 

5 may participate in discussion at any such meeting. 

6 (f) Each director shall receive compensation at a rate 

7 of $300 for each meeting of the board that he or she at- 

8 tends. In addition, each director shall be reimbursed for 

9 necessary travel and subsistence expenses incurred in at- 

10 tending the meetings of the board. 

U BYLAWS AND OPFICBBS 

IS 8BO. 204.   (a)   The board of directors is empowered 

13 to adopt and amend bylaws governing the operation of the 

14 corporation. Such bylaws shall not be inconsistent with the 

15 provisions of this Act, the District of Columbia Not-for- 

16 Profit Corporation Act, or of the articles of incorporation. 

17 (b)  The corporation shall have a president and such 

18 other officers as may be named and appointed by the board. 

19 The rates of compensation of all officers shall be fixed by 

20 the board. Officers shall 8er\'e at the pleasure of the board. 

21 No utdividual other than a citizen of the United States may 

22 be an officer of the corporation. No officer of the corpora- 

23 tion may have any direct or indirect employment or financial 

24 relalionahip with any railroad company during the time 

25 of his or her employment by the corporation. 
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1 GENERAL POWERS 

2 SEC. 205. The corporation is authorized to own, possess, 

3 construct, control, maintain, rehabilitate, and modernize rail 

4 lines, including operation of signalling and conmiunication 

5 systems; to acquire by construction, purchase, or gift, or 

6 contract for the use of, real estate, physical facilities, equip- 

7 meut, and devices necessary to its functions; to exercise 

8 the power of eminent domain in connection with such acqui- 

9 sitions; and to conduct research and development related to 

10 its mission. To carry out its functions and purposes, the cor- 

11 poration shall have the usual powers conferred upon a not- 

12 for-profit corporation by the District of Columbia Not-for- 

13 Profit Corporation Act. Leases and contracts entered into 

14 by the corporation, regardless of where the same may be 

15 executed, shall be governed by the laws of the District of 

16 Columbia. 

17 ISSUANCE OF DEBENTURES 

18 SEC. 206. The corporation is hereby authorized to issue 

19 debentures of a face value of up to $1,000,000,000 for the 

20 purpose of financing the acquisition of rail lines of railroad 

21 companies in the Northeast region   (as defined in section 

22 101(3))   which are presently, or will be in the future, 

23 undergoing  reorganization  in  bankruptcy  proceedings  in 

24 United States district courts. Debentures shall be issued 

25 serially and shall mature not later than twenty years from 
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1 the date of issuance including all extensions and renewals 

2 thereof. 

8 BOOKS AND BECOKDS 

4 SEC. 207.   (a)  The corporation shall maintain books 

5 and records in accordance with the Uniform System of Ao- 

6 counts prescribed by the Interstate Commerce Commission, 

7 insofar as is applicable. 

g (b)   The corporation shall file form A report with 

9 the Interstate Commerce Commission at the same time and 

10 in substantially the same format as such reports of raU- 

11 rond companies, insofar as such format is applicable. 

J3 (c)   The Interstate Commerce Commission is hereby 

13 empowered to promulgate and modify rules and regulations 

14 governing accounting and  recordkeeping requirements  of 

15 the corporation, if and when such action is deemed ap- 

16 propriate in view of the nature of the corporation and the 

17 requirements of this Act, 

jg (d) All books, papers, records, and documents of the 

19 corporation, other than internal memorandums, shall at all 

20 times be open to public inspection. Any person desiring to 

21 inspect such material shall reimburse the corporation for the 

22 time of corporation employees required to assist with such 

23 inspection. Any person requesting reproduodon of any such 

24 material shall redmbuirse the corporation for. the cost of such 

25 reproduotion. 
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1 AUDIT OF KECOEDS OP THE CORPORATION AND OF CERTAIN 

2 RAILROAD COMPANIES 

3 SEC. 208. (a) (1) The aooounts of die corporation shall 

4 be audited annually in accordance with generally accepted 

5 auditing aftandards by independent certified public aooount- 

6 ants or independent licensed public accountants certified or 

7 licensed by a regulatory authority of a Stfiite or other political 

8 subdivifflon of the United States. The audit shall be conducted 

9 at the place or places where the accounts of the corporation 

10 are normally kept. All books, accounts, financial records, 

11 reports, files, and other papers, things, or property belon^ng 

12 to or in use by the corporation and necessary to facilitate the 

13 audit shall be made available to the pereon conducting the 

14 audit; and full facilities for verifying transactions with the 

15 balances or securities held by depositories, fiscal agents, and 

16 custodians shall be afforded to such person. 

17 (2) The report of each such independent audit shall be 

18 included in the annual report required by section 209 (b) of 

19 this Act. The audit report shall set foith the scope of the 

20 audit and include such statements as are necessary to present 

21 fairiy the corporation's assets and liabilities, surplus or deficit, 

22 with an analysis of the changes therein durmg the year, sup- 

23 plemented in reasonable detail by a statement of the corpora- 

24 tion's income and expenses during the year, and a statement 
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1 of the sources and application of funds, together with the 

2 independent auditor's opinion of those statements. 

3 (h) (1)   The financial transactions of the corporation 

4 for any fiscal year during which Federal funds are avail- 

5 able to finance any portion of its operations may be audited 

6 by the Comptroller General of the United States in accord- 

7 ance with the principles and procedures applicable to com- 

8 mercial corporate  transactions and under such rules and 

9 regulations as may be prescribed by the Comptroller General. 

10 Any such audit shall be conducted at the place or places 

11 where accounts of the corporation are normally kept. The 

12 representative of the Comptroller General shall have access 

13 to  all books,  accounts, records, reports,  files,  and other 

14 papers, things, or property belonging to or in use by the 

15 corporation pertauiing to its financial transactions and neces- 

16 sary to facilitate the audit, and they shall be afforded full 

17 facilities for verifying transactions  with  Uie  balances  or 

18 securities held by depositories, fiscal agents, and custodians. 

19 AH such books, accounts, records, reports, files, papers, and 

20 property of the corporation shall remain in possession and 

21 custody of the corporation. 

22 (2)   To  the  extent  the  Comptroller General deems 

23 necessary in connection with audits as he may make of the 

24 financial transactions of the corporation pursuant to para- 
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1 graph (1) of this subsection, his representatives shall have 

2 access to all books, accounts, records, reports, files,  and 

3 other papers, things, or property belonging to or in use by 

4 any railroad company which has conveyed rail Unes to the 

5 corporation, or by any rail carrier which has used or is 

6 using  corporation  rail  lines,  pertainmg  to  such  railroad 

7 company's or rail carrier's financial transactions and neces- 

8 sary to facilitate the audit, and such representatives shall be 

9 afforded full facilities for verifying transactions with the 

10 balances or securities held by depositories, fiscal agents, and 

11 custodians. All such books, accounts, records, reports, files, 

12 papers, and property of such railroad company or rail carrier 

13 shall remain in the possession and custody therewith. 

14 (3) A report of each such audit shall be made by the 

15 Comptroller General to the Congress. The report to the Con- 

16 gress shall contain such comments and information as the 

17 Comptroller General may deem necessary to inform Con- 

18 gress of the financial operations and condition of the cor- 

19 poration, together with such recommendations with respect 

20 thereto as he may deem advisable. The report shall also show 

21 specifically any program,  expenditure,  or other financial 

22 transaction or undertaking observed in the course of the audit, 

23 which, in the opinion of the Comptroller General, has been 

24 carried on or made without authority of law. A copy of each 
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1 report shaU be furndshed to the President, to the Secretary, 

2 and to the corporation at the time submitted to the Congress. 

3 QUABTEELY AND ANNUAL EEPOBTS 

4 SEC. 209.  (a) Within thirty days following the end of 

5 each quarter of the year, the corporation shall release to the 

6 public a complete report of its activities and finances for the 

7 previous quarter. Such report shall include, but not be limited 

8 to, the amount and location of now and relay rail laid; ties 

9 installed or replaced; miles of track surfaced; signals and in- 

10 terlockers installed or replaced; grade crossing protection in- 

11 stalled; and communication systems installed. The report 

12 shall also include a summary of all train derailments and col- 

13 lisions on corporation rail lines, including the probable cause 

14 thereof. 

15 (b) On or before October 31 of each year, the corpora- 

16 jtion shall submit to the President and to the Congress, and 

17 release to the public, a comprehensive and detailed report of 

18 its activities and accomplishments during the preceding fis- 

19 cjil year, including u lialauce sheet and statement of receipts 

20 and expenditures. The report shall include a projection of re- 

21 ceipts and expenditures for the current fiscal j'ear, and a 

22 proposed budget for the forthcoming fiscal j'car, which shall 

23 provide specific justification for each and every proposed 

24 expenditure. 
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1 TITLE III—ACQUISITION OF RAIL LINES BY 

2 THE CORPORATION 

3 CONVEYANCES   OF   EAIL   LINES   OF   BANKBUPT   EAILEOAD 

4 CXJMPANIBS 

5 SEC. 301.   (a)  Within six months after enactment of 

6 this Act, and in consideration of debentures to be issued 

7 by the corporation in an amount equivalent to just com- 

8 pensation as determined in accordance with section 302 

9 of this title— 

10 (1)   the trustees of all railroad companies which 

11 are undergoing reorganization in bankruptcy prooeed- 

12 ings in Federal district courts, and a majority of whose 

13 rail lines are located in the Northeast region; 

14 (2)  all owners of rail lines leased to such raih*oad 

15 companies; and 

16 (3)  all wholly owned subsidiaries and affiliates of 

17 such railroad companies 

18 may convey or cause to be conveyed to the corporation 

19 all rail lines owned or operated by such railroad companies 

20 free and clear of all liens, charges, and encumbrances. 

21 (b) Such conveyances shall not be deferred by reason 

22 of any controversy concerning the amount of compensation 

23 to be paid, and shall not be restrained or enjoined by any 

24 court on account of such controversy. 
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1 COMPENSATION  FOB BAIL LINES 

2 SBC. 302.  (a) Compensation for rail lines acquired by 

3 the corporation shall be the net liquidation value of the 

4 property conveyed. 

5 (b)  Compensation for rail lines conveyed by trustees 

6 in bankruptcy shall be fixed by the United States district 

7 court before which the bankruptcy proceedings are being 

8 held, in accordance with subsection  (a)   of this section. 

9 (c)   Compensation for rail lines conveyed by others 

10 than  trustees  m bankruptcy may  be negotiated  by  the 

11 parties in accordance with the standards set forth in sub- 

12 section (a) of this section. In the event of a failure to agree, 

13 the property owner may institute an action in the United 

14 States district court in which the property is located for a 

15 final   determination   of  the   compensation   due   from   the 

16 corporation. 

17 CONVEYANCES OF OTHER  HAIL  LINES 

18 SEC. 303. On or after six months from the date of en- 

19 actment of this Act, and in consideration of the assumption 

20 by the corporation of all maintenance, rehabiUtation, sig- 

21 naling, and communication functions, and the payment of 

22 State and local property taxes, any railroad company, sub- 

23 sidiary, or aflSliate other than those specified in section 301 

24 of this title, the majority of whose rail lines are located 

a(-474 O - 7S - pt.   I - » 
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1 in the Northeast region, may convey to the corporation all 

2 its right, title, and interest in all its rail lines, or in those of 

3 its rail lines, including branches and feeders, which are sub- 

4 stantially parallel  to  rail lines  already  conveyed  to  the 

5 corporation. 

6 LBAS35D BAIL LINES IN FOBBIGN COUNTBIES 

7 SBC. 304. Upon the conveyance to the corporation of 

8 rail lines by any railroad company, subsidiary, or affiliate, 

9 the corporation shall assume and fulfill the obligations of such 

10 railroad company, subsidiary,  or affiliate of all leases of 

11 railroad real estate located in foreign countries. 

12 TITLE IV—OPERATION OF CORPORATION RAIL 

13 LINES 

14 OPEEATIONiOj  RESPONSIBILITIES OF  COEPOEATION 

15 SEC. 401. (a) Upon acquisition of the rail lines of any 

16 railroad company,  the  corporation  shall,  consistent  with 

17 the provisions of section 408 of this title, assume responsi- 

Ig bility for the rehabilitation and maintenance of such rail 

19 lines, and for the operation of signaling and communication 

20 devices on such rail lines. 

21 (b)   Within ninety days after enactment of this Act, 

22 the Secretary shaH prescribe standards for maintenance of 

23 all main rail lines of the corporation, with respect to track 

24 geometry,  rail  mismatch,  rail-end  batter,  and  frogs,  for 

25 smooth, dependable operation of freight trains at speeds up 
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1 to sixty miles an hour and passenger trains at speeds up to 

2 eighty miles an hour. In formulating such standards, the Seo- 

3 retary shall be guided by preferred or recommended practices 

4 from an engineering and economic standpoint as distinct from 

5 minimum requirements for safety. 

6 (c)   In all respects other than those enumerated in 

7 subsection   (a), all noain rail line of the corporation shall 

8 meet the requirements for class four track of the track safety 

9 standards prescribed by the Secretary pursuant to the Fed- 

10 eral Railroad Safety Act of 1970 (45 U.S.C. 421 et seq.). 

11 (d)  All main rail lines of the corporation shall be in 

12 compliance with standards prescribed in accordance with 

13 this section on or brfore the expiration of two years follow- 

14 ing the date of promulgation (rf standards by the Secretary. 

15 (e)  The corporation shall make capital improvements 

16 on its rail Unes in accordance with its evaluation of expected 

17 benefits from such improvements in relation to the cost 

18 thereof, and in accordance with available financial resources. 

19 Such capital improvements shall include, but not be limited 

20 to, interlocking devices; centralized traffic control; improved 

21 safety devices governing train movements; extra main tracks; 

22 new   and  extended  sidings;  interchange  imd  connecting 

23 tracks; removal of restrictive clearances; improved grade 

24 crossing protection; and reduction of curves and grades. 
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1 FBEIGHT 8BBVI0B 

2 SBC. 402.  (a)  A railroad company which conveys its 

3 rail lines to the corporation, or which holds trackage rights 

4 over rail lines which are conveyed to the corporation, shall 

5 have the right to continue operations as a rail carrier of 

5 freight over all such rail lines that it was conducting such 

7 operations prior to the conveyance thereof, in return for pay- 

8 ment to the corporation of $0.60 per thonsand gross ton- 

9 miles of locomotive and train operation. The terms and con- 

10 ditions of preexisting agreements and contracts for the use 

11 of track and other facilities shall be of no force and eflFect as 

12 between the corporation and any rail carrier, but ins(rfar as 

13 applicable, shall remain in effect as between two or more rail 

14 carriers of freight using the same rail line. 

15 (b) Upon application to the Commission by any rail 

Ig carrier for the use of any rail line of the corporation for freight 

17 service, if the applicant is fit, willing, and able to properly 

Ig perform the service proposed; if such service is or will be 

19 required by the present or future public convenience and 

20 necessity; and if the operations of the applicant will not 

21 significantly impair the level of performance of the carrier or 

22 carriers already using the line who are adequately serving 

23 the public, the Commission shall by order require the corpo- 

24 ration to permit the applicant to use such rail line for com- 

25 pensation to the corporation at $0.60 per thousand gross ton- 
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1 miles of locomotive and train operation, and upon such other 

2 terms and conditions as are reasonable under the circum- 

3 stances. 

4 (c) If, in the opinion of the corporation, the transfer 

5 of freight traffic off of one rail line and onto another rail 

6 line will permit significant economies through reduction in 

7 maintenance expenditures, it may apply to the Commission 

8 for an order requiring such transfer. If after notice and 

9 hearing the Commission finds that such transfer will not 

10 result, directly or indirectly, in a significant impairment in 

11 the rail service provided to any rail customer, the Commis- 

12 sion shall issue an order requiring the transfer on such terms 

13 and conditions as are reasonable. Applications under this 

14 section shall be acted upon by the Commission within one 

15 hundred and twenty days after the application is filed. 

16 (d)   No one shall commence freight operations over 

17 rail lines of the corporation other than in accordance with 

18 the provisions of this section. 

19 PASSENGER SERVICE 

20 SEC. 403.  (a) Any rail carrier shall have the right to 

21 continue passenger service over any rail line conveyed to 

22 the corporation at the same frequency with which it was 

23 providing such service prior to the conveyance, in return 

24 for payment to the corporation of $0.60 per thousand gross- 

25 ton-miles of locomotive and train operation. All preexisting 
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1 agreements and contracts for the provision of passenger 

2 service shall be of no force and effect as between the corpo- 

3 ration and such rail carrier. 

4 (b) (1) Any rail carrier shall have the right to initiate 

5 new passenger service, or to increase the frequency of pa^- 

6 senger service already being provided, in return for payment 

7 to the corporation of $0.60 per thousand gross-ton-miles 

8 of  locomotive  and  train   operation,   unless   the   corpora- 

g tion determines that the rail carrier is not fit, willing, and 

10 able to properly perform the service proposed. 

11 (2) A rail carrier or freight shipper whose service or 

12 operations are affected by new or expanded passenger service 

13 may file an application with the Secretary requesting ap- 

14 propriate relief. If after hearing and upon sufficient proof 

15 the Secretary finds that such passenger service causes a ng- 

15 nificant downgrading of the quality of service provided to 

17 freight shippers, he shall issue an order fixing such terms 

2g and conditions for the operation of such passenger service 

19 as are reasonable in the interest of adequate freight service. 

20 OPEBATINO BTTLBI8 

21 SEC. 404. (a) The corporation shall have the power to 

22 fix rights of trains, maximum train speeds, size and weight 

23 limits for eqiupment, and other rules governing operations 

24 over corporation rtdl lines. The provisions of this Act and 

25 of rules adopted by the corporation shall supersede the terms 
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1 of any agreements previously entered  into  between  rail 

2 carriers and railroad companies for the provision of passen- 

3 ger service. 

4 (b) (1) Except in an emergency, passenger trains shall 

5 be accorded preference over freight trains in the use of any 

6 given line of track, junction, or crossing of the corporation, 

7 unless the Secretary has issued an order to the contrary in 

8 accordance with paragraph   (2)  of this subsection. 

9 (2) A rail carrier or freight shipper whose service or 

10 operations are affected by paragraph (1) above may file an 

11 application vnth the Secretary requesting appropriate re- 

12 lief. If after hearing and upon suflScient proof, the Secretary 

13 finds that adherence to paragraph  (1)  causes a significant 

14 downgrading of the quality of service provided to freight 

15 shippers, he shall issue an order fixing rights of trains, on 

16 such terms and conditions as are reasonable in the interest 

17 of adequate freight service. 

18 LIABILITY FOB INJtTRY AND DAMAGE 

19 SEC. 405. The corporation shall be responsible for all 

20 bodily injury and property damage arising out of any acci- 

21 dent or occurrence caused by defects in, or improper main- 

22 tenance   of,   track,   roadbed,  signals,   communications,   or 

23 other facilities owned or controlled by the corporation or 

24 caused by the negligence of a corporation employee. Rail 

25 carriers shall be responsible for all bodily injury and prop- 



64 

22 

1 erty damage arising out of any accident or occurrence caused 

2 by reasons other than those enumerated in the preceding 

3 sentence. 

4 REDUCTION IN CAPACITY OF RAIL LINES 

5 SEC. 406. If at any time the corporation desires to real- 

6 ize economies through the elimination of any extra main 

7 track or tracks, or other type of reduction in capacity of any 

8 of its rail lines that would not result in elimination of service 

9 to any point, it shall ^ve notice of its intention to the car- 

lo riers using the line, to the States and localities through which 

11 the line runs, and to any other person who has requested to 

12 be given such notice. The corporation may proceed with such 

13 ehmination or reduction on or fater the expiration of one 

14 hundred and twenty days following the giving of notice un- 

15 less it determines, on the basis of protests submitted in re- 

16 sponse to the notice, that such elimination or reduction will 

17 not be consistent with the present and future public interest 

18 in adequate rail service. 

19 ABANDONMENT OF RAIL LINKS 

20 SEC. 407.  (a)  The corporation shall not abandon any 

21 rail line in whole or in part except in accordance with this 

22 section. 

23 (b) Within one hundred and twenty days after enact- 

24 ment of this Act, the corporation shall prepare and file with 

25 the Commission, and serve by registered mail all Governors 
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1 of affected States; chief executives of affected communities 

2 and regional agencies; all rail carriers operating on corpo- 

3 ration rail lines; and anyone else who has requested to be 

4 served, a full and complete list and diagram of its rail lines 

5 describing in particular those lines during the prior calendar 

6 year on which less than one million gross ton-miles of traffic 

7 were carried per mile, or on which less than thirty-five 

8 carloads originated or terminated per mile. The corporation 

9 shall also identify on such hst or diagram any other line for 

10 which it may seek authority to abandon, including the traffic 

11 density on such line during the prior calendar year in terms 

12 of gross ton-miles and of carloads originated and terminated, 

13 Such list and diagram shall be amended quarterly to reflect 

14 any additions or deletions of rail lines thereon. Such amend- 

15 ments shall be filed and served in the same manner and to 

16 the same extent as the original list and diagram. 

17 (c) The corporation shall not give notice of a proposed 

18 abandonment of all or any portion of a rail line unless such 

19 rail line has been identified on the list and diagram required 

20 by subsection (b) for at least one year, and unless all pas- 

21 senger service on such rail line has been terminated. 

22 (d)   At such time as the corporation  determines to 

23 abandon anj"^ rail line in whole or in part, it may file with 

24 the Commission and serve by registered mail all Governors 

25 of affected States; chief executives of affected communities 
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1 and regional agencies; all rail carriers operating on the 

2 line; and anyone else who has requested to be served, notice 

3 of the proposed abandonment at least one hundred  and 

4 twenty days prior to the proposed effective date thereof. 

5 Abandonments pursuant to such notice shall be governed 

6 by the provisions of this section, the laws or constitution of 

7 any State, or the decision or order of the pendency of any 

8 proceeding before, any court or State authority to the con- 

9 trary notwithstanding. Such notice shall include a full and 

10 complete statement of the estimated expense to be borne by 

11 the corporation for rehabilitating the line and for its con- 

12 tinuing annual maintenance, together with estimated receipts 

13 from rail carriers using the line, and shall otherwise be in 

14 such form as the Commission shall prescribe. A copy of 

15 the working papers underlying all data contained in the 

16 notice shall be filed with the Conunission conteihporaneously 

17 with the notice, and made available by the Commission for 

18 public inspection. A copy of such working papers shall also 

19 be made available for pubUc inspection at the prmcipal office 

20 of the corporation. 

21 (e) Upon the filing and serving of any notice pursuant 

22 to subsection (d), parties who may be affected by the pro- 

23 posed abandonment shall have thirty days to file protests 

24 with the Commission against such abandonment. Such pro- 

25 tests shall contain a complete and concise jastification for 
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1 requiring that the rail line not be abandoned, in such form 

2 as the Commission may prescribe. Such protests shall be 

3 mailed to all rail carriers using the line. 

4 (f) Within thirty days after the date for filing protests, 

5 the Commission may enter upon an investigation of the 

6 abandonment proposed in the notice, and, unless all service 

7 on the line has been terminated, it shall enter upon such an 

8 investigation. If no such investigation is instituted, the Com- 

9 mission shall issue a certificate at the expiration of such 

10 thirty-day period that public convenience and necessity per- 

il mit tlie abandonment proposed in the notice, upon such 

12 terms and conditions as are reasonable. 

13 (g)  If an investigation is instituted, the Commission, 

14 by order served upon the corporation and rail carrier or car- 

15 riers affected thereby at least sixty days prior to the day on 

16 which the abandonment proposed in the notice would other- 

17 wise become effective, shall postpone the abandonment in 

18 whole or In part, pending hearing and such investigation, 

19 but not for a longer period than nine months from the date 

20 of issuance of such order. Any investigation instituted under 

21 this paragraph shall include full public hearings at a point 

22 or points on or reasonably adjacent to the line proposed to 

23 be abandoned. On or before the expiration of the nine-month 

24 period, the Commission shall determine whether the proposed 

25 abandonment is conastent with public convenience and ne- 
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1 cessity. In making such determination, the Commission shall 

2 consider the following: avoidable cost, less receipts to the 

3 corporation from rail carriers using the line, of maintaining 

4 the line proposed to be abandoned, as measured by cost of 

5 recurring maintenance and such repairs or improvements 

6 necessary to continue the hue at a physical standard nec- 

7 essary to provide safe, reliable, and efficient service; extent 

8 of actual use of and need for the line by shippers or receivers; 

9 prospects for reduction of losses through traffic increases, 

10 reduced expenses, or other changes; prospects for future de- 

ll velopment of passenger service, and provision of efficient and 

12 economical transportation for rural areas. The burden of 

13 proof  in  support  of  the  abandonment  shall  be  on  the 

14 corporation. 

15 (h)   If the Commission determines that the abandon- 

16 ment in whole or in part is consistent with public convenience 

17 and necessity, it shall issue a certificate authorizing such 

18 abandonment, upon such terms and conditions as are rea- 

19 sonable, to be effective sixty days after the expiration of the 

20 nine months' investigation period. Upon the effective date of 

21 the certificate, the rail carrier or carriers using the rail line 

22 shall tenninate operations unless such effective date h^ been 

23 suspended in accordance with subsection   (i). 

24 (•)  If prior to the effective date of any certificate au- 

25 thorizing an abandonment in whole or in part of any rail line 
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1 of the corporation, a State, regional, or local agency, or 

2 private entity, makes a binding commitment to pay to the 

3 corporation 50 per centum of the maintenance and rehabili- 

4 tation costs, less receipts from rail carriers using the line, 

5 of the line to be abandoned, such certificate shall be sus- 

g pended for so long a period as such commitment is met. 

7 (j) In disposing of any real estate which becomes avail- 

g able through abandonment, the corporation shall consider 

9 preserving such real estate for future transportation needs 

10 and to the maximum extent feasble, make such real estate 

11 available to public or nonprofit agendes for recreational or 

12 other public use. Any such real estate which was oripnally 

13 granted to any railroad company by Federal, State, or local 

14 governments shall revert to such grantor. 

jg PBOTEOTION FOB EMPLOYEES 

16 SEC.  408.   (a)   All  rehabilitation,  maintenance,  and 

17 improvement work, and signaling and communication oper- 

18 ations,  performed  by  the  corporation  shall be  done  by 

19 railroad company employees under the direction and super- 

20 vision of the corporation. Collective bargaining agreements 

21 previously entered into between any bargauiing unit rep- 

22 resenting such employees and such railroad company shall 

23 remain in full force and effect. Upon request of the corpo- 

24 ration, a railroad company shall initiate and pursue nego- 

25 tiations for revision of such agreements in accordance with 
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1 procedures specified therein or otherwise required by law. 

2 Such raih"oad company shall give due consideration to the 

3 recommendations of the corporation before entering into any 

4 new or revised agreement. 

5 (b) The corporation shall be subject to the same laws 

6 and regulations with respect to the representation of its 

7 employees for purposes of collective bargaining, the han- 

g dling of disputes between employer and employees, compen- 

g sation for job-related injuries and other disabilities, employee' 

10 retirement annuity, unemployment systems, and other deal- 

11 ings with its employees as any carrier subject to part I of 

12 the Interstate Commerce Act. 

13 (o)  No OMOier or possessor of rail lines shall contract 

14 out any project for rehabilitation or maintenance work re- 

15 quired by this Act of a value of over $450 per month in 

16 labor and materials which is normally performed by em- 

17 ployees in any bargaining unit covered by a labor agree- 

13 ment  between  such  ovraer  or  possessor  and  any  labor 

19 organization. 

20 (d)  Owners and possessors of rail lines shall take such 

21 action as may be necessary to insure that all laborers and 

22 mechanics employed by contractors and subcontractors in 

23 the performance  of construction work financed with the 

24 assistance of funds received under this Act shall be paid 

25 wages at rates not less tlian those prevailing on similar 
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1 construction in the locality as determined by the Secretary 

2 of Labor in accordance with the Davis-Bacon Act. No one 

3 shall enter into any construction contract or agreement with- 

4 out first obtaining adequate assuiunce that required labor 

5 standards  will  be  maintained  on the construction work. 

6 Health and safety standards promulgated by the Secretary 

7 of Labor pursuant to section 107 of the Contract Work 

8 Hours and Safety Standards Act   (40 U.S.C. 333)   shall 

9 be apphcable to all construction work performed under such 

10 contracts or agreements, except any construction work per- 

il formed by an employee of the corporation or of a rail- 

12 road   company.   Wage   rates   provided   for   in   collective 

13 bargaining agreements negotiated under and pursuant to the 

14 Railway Labor Act shall be considered as being in compli- 

15 ance with the Davis-Bacon Act. 

16 (e) (1)  Li connection with any transaction under this 

17 title for access to rail lines; removal of freight traffic; or 

18 abandonment of any rail line, the corporation or rail canier 

19 whose employees will be affected by such action shall be 

20 required to protect the interests of its respective employees. 

21 Such protective arrangements shall be those agreed to by 

22 the corporation or rail carrier and the representatives of its 

23 employees, or in the absence of such agreement, as the Com- 

24 mission may determine. Such protective arrangements shall 

25 be included in any order which authorizes such transaction. 
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1 (2) The protective arrangements required by paragraph 

2 (1)  shall protect individual employees from the date first 

3 affected against a worsening of their positions with respect 

4 to their employment and shall include, without being limited 

5 to, such provisions as may be necessary (A) to provide for 

6 notice and negotiation and execution of implementing agree- 

7 ments prior to the interests of employees being affected: 

8 Provided, however, That where such implementing agree- 

9 ment has not been executed within thirty days after the 

10 date on which the action became effective either party may 

11 submit for binding arbitration any unresolved questions in 

12 connection therewith, the arbitration decision to be rendered 

13 if possible within thirty days thereafter, but if such decision 

14 is for any reason delayed beyond said thirty days, the rights 

15 of the parties to such arbitration shall not be affected;  (B) 

16 for the preservation of compensation (including subsequent 

17 wage increases), rights, privileges, and benefits  (including 

18 fringe benefits such as pensions, hospitalization, vacations, 

19 and the Uke, under the same conditions and so long as such 

20 benefits continue to be accorded to other employees of the 

21 corporation or rail carrier in active service or on furlough 

22 as the case may be) to such employees under existing collec- 

23 tive-bargaining agreements or otherwise; and  (C)  to pro- 

24 vide for the arbitration of disputes arising out of the protec- 

25 tive arrangements which cannot be settled by the parties. In 
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1 such arbitrations the burden shall be upon the corporation or 

2 rail carrier to prove that the employee was not affected by 

3 the action taken. In no event shall said arrangements pro- 

4 vide benefits less than those established pursuant to section 

5 5(2) (f) of the Interstate Commerce Act. 

6 TITLE V—FINANCIAL ASSISTANCE 

7 OKGANIZATIONAL EXPENSES OF CORPORATION 

8 SEC. 501. There is hereby appropriated to the Secretary 

9 in fiscal  year  1974  the  sum  of  $5,000,000  to  remain 

10 available until expended for disbursement to the corporation 

11 for the purpose of assisting in the initial organization and 

12 operation of the corporation. 

13 REHABILITATION OF RAIL LINES BY CORPORATION 

14 SEC. 502. There is hereby authorized to be appropriated 

15 to the Secretary for disbursement to the corporation such 

16 sums as may be necessary to bring all rail lines into com- 

17 pliance with the requirements of this Act and of the Kail 

18 Safety Act of 1970, but not to exceed $300,000,000 in each 

19 of the two fiscal years ending June 30, 1974, and June 30, 

20 1975. 

21 MAINTENANCE, TAXES, AND CAPITAL IMPROVEMENTS BY 

22 CORPORATION 

23 SEC. 503. There is hereby authorized to be appropriated 

24 to the Secretary for disbursement to the corporation such 

25 sums as may be necessary to reimburse the corporation for 

»6-474 O - 13 - pi.  1 - B 
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1 the annual amounts spent for maintenance, State and local 

2 property taxes, capital improvements, and overhead expense, 

3 over and above annual receipts from user charges imposed 

4 by section 502 of this Act. Appropriations under this section 

5 shall not exceed $100,000,000 in any one fiscal year. 

6 GUARANTEE OF DBBENTUKES ISSUED BY COBPOHATION 

7 SEC. 504.   (a)   Holders of debentures issued by the 

8 corporation in accordance with the provisions of this Act 

9 for the purchase of rail lines are hereby guaranteed against 

10 loss of principal and interest, which guarantee shall consti- 

11 tute a general obligation of the United States of America 

12 backed by the full faith and credit of the Government of the 

13 United States of America. Such guarantee shall not be ter- 

14 minated, canceled, or other\vise revoked; shall be conclusive 

15 evidence that such guarantee complies fully with the pro- 

16 visions of this Act and of the legality of the principal amount, 

17 interest rate, and all other terms of the debentures and of the 

18 guarantee; and shall be valid and incontestable in the hands 

19 of a holder of a guaranteed debenture, except for fraud or 

20 material misrepresentation on the part of such holder. 

21 (b)  Upon any default by the corporation on prindpal 

22 or interest on any debentures, the Secretary of the Treasury 

23 shall pay to the holder of such debentures the principal and 

24 interest due. For that purpose he is authorized to use as a 

25 public debt transaction the proceeds from the sale of any 
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1 securities issued under the Second Liberty Bond Act, as 

2 amended, and the purposes for which securities may be issued 

3 under that Act are extended to include such payments. All 

4 such payments shall be treated as public debt transactions of 

5 the United States. 

6 TITLE VI—MISCELLANEOUS PROVISIONS 

7 POWEES  OF   THE  SGCfiBTABY 

8 SEC.   601.   The  Secretary  is  authorized  to  perform 

9 such acts, including, but not limited to, conducting investiga- 

10 tions, holding hearings, making reports, issuing subpenas, 

11 requiring production of documents, taking depositions, pre- 

12 scribing recordkeeping and report'mg requirements, promul- 

13 gating rules and regulations, and delegating to any public 

14 bodies or qualified persons functions respecting examination, 

15 inspecting, and testing of railroad facilities as he deems 

16 necessary to carry out the provisions of this Act. Officers, 

17 employees, or agents of the Secretary are authorized to enter 

18 upon, inspect, and examine corporation facilities and perti- 

19 nent books, papers, and records. Such officers, employees, 

20 and agents shall display proper credentials when requested. 

21 ENPOECEMENT 

22 SEO. 602. (a) The United States district court shall, at 

23 the request of the Secretary and upon petition by the Attor- 

24 ney General on behalf of the United States, have jurisdiction 

25 subject to the provisions of rules 65  (a)  and  (b)   of the 
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1 Federal Rules of Civil Procedure, to enforce the provisions of 

2 this Act, and orders of the Secretary issued thereunder, by 

3 the issuance of injunctions or restraining orders or by the 

4 granting of such other relief as may be appropriate. 

5 (b)   It shall be unlawful for the corporation or any 

6 railroad company to disobey, disregard, or fail to adhere 

7 to the provisions of this Act or to any rule, regulation, order, 

8 or standard prescribed by the Secretary under this Act. 

9 (c) The corporation or any railroad company violating 

10 any rule, regulation, order or standard referred to in sub- 

11 section (a) shaU be assessed by the Secretary a civil penalty 

12 for violation thereof in such amount, not less than $250 nor 

13 more than $2,500, as he deems reasonable. Each day of such 

14 violation shall constitute a separate offense. 

15 (d) Such civil penalty is to be recovered in a suit or suits 

16 to be brought by the Attorney General on behalf of the 

17 United States in the district court of the United States having 

18 jurisdiction in the locality where such violation occurred. 

19 Civil penalties may, however, be compromised by the Seo- 

20 retary for any amount, but in no event for an amount less 

21 than the minimum provided in tliis section, prior to referral 

22 to the Attorney General. The amount of any such penalty, 

23 when finally determined, or the amount agreed upon in 

24 compromise, may be deducted from any sums owing by the 

25 United States to the person charged. All penalties collected 
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1 under this Act shall be covered into the Treasury as nuscel- 

2 laneous receipts. 

8 (e) In any action brought under this Act, subpenas for 

4 witnesses who are required to attend a United States district 

5 court may run into any other district. 

6 (WHBB RianTS AND LIABILITIES EESEEVED 

7 SEC. 603. Nothing contained in this Act shall be con- 

8 strued as depriving any person of any right of action which 

9 he may have otherwise than imder this Act, or of reUeving 

10 any person of any punishment, liability, or sanction which 

11 may be imposed otherwise than under this Act. 

12 SEPAEABILITY 

13 SEC. 604. If any provision of this Act or the application 

14 thereof to any person or circumstance is held invalid, the 

15 remainder of the Act and the application of such provision 

16 to  other persons  or  circumstances  shall  not be  affected 

17 thereby. 
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W.R. 5385, 93d Congress, Ist session, introduced by Mr. Adams (for himself, Mr. 
Jarman, Mr. Dingell, Mr. Podell, Mr. Devine, Mr. Kuykendall, Mr. Bergland, 
and Mr. Breckinridge) on March 8, 1973, and 

H.R. 6880, 93d Congress, Ist session, introduced by Mr. Adams (for himself, Mr. 
Pickle, Mr. caiman, Mr. Helstoski, and Mr. Rangel) on April 12, 1973, 

are identical as follows:] 

A BILL 
To restore and maintain a beakhy transportation system, to 

provide financial assistance, to improve competitive equity 

among surface transportation modes, to improve the process 

of Government regulation, and for other purposes. 

1 Be it enacted by the Setuite and House of Represmtor 

2 tix>es of the United States of America in Congress assembled^ 

3 That this Act may be cited as the "Surface Transportation 

4 Act of 1973". 

5 TITLE I—FINANCIAL ASSISTANCE TO SUR- 

6 FACE TRANSPORTATION COMPANIES 

Sec 101. Short title. 
Sec. 102. Establishment of a Revenue Financing Division, Department of 

Transportation, for financial assistance to surface transporta- 
tion companies. 

Sec 103. Establishment of a Railroad Equipment Obligation Insurance 
Fund, Department of Transportation. 

Sec. 104. Rolling stock scheduling and control systems 
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1 SEC. lOL SHORT TITLE. - 

St This title may be cited as the "Revenue Financing 

3 Division  and   Railroad   Equipment   Obligation   Insurance 

4 Fund Act". 

5 SEC. 102. ESTABLISHMENT   OF   A   REVENUE   FINANCING 

• DIVISION, DEPARTMENT OF TRANSPORTA- 

J /               TION,   FOR  FINANCIAL  ASSISTANCE  TO  SUR- 

'^' FACE TRANSPORTATION COMPANIES. 

* The Interstate Commerce Act, as amended, is amended 

^^ by inserting immediately after part V the following new 

11 part: 

B "PART VI     . 

18 •                                        "PUBPOSB 

3fi, "SEC. 601. It is the purpose of this part to provide for 

15 financial assistance to surface transportation carriers subject 

16 to this Act to aid them in acquiring, finandng, constructing, 

17 maintaining, and operating facilities and equipment for such 

18 purposes, and in such a manner, as to encourage maximum 

19 employment and production and to foster the preservation 

20 and development of a national transportation system ade- 

21 qoate to meet the needs of the commerce of the United 

22 Staites and of the national defense. • 

SS •                       "EBVBNUB FINANCING DIVISION 

1^''• •    "SBC. 602. There is hereby created within the Depart- 

25 ment of Transportation a new division to be known as the 
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1 'Revenue Financing Division'  (hereinafter in this part re- 

2 ferred to as the 'Division'). In operation of the Division, the 

3 Secretary of Transportation   (hereinafter in this part re- 

4 ferred to as the 'Secretary') is authorized to aid in financing 

5 the transportation industry and commerce and to help in 

6 maintaining its economic stability and that of the country 

7 by promotmg maximum employment and production,  in 

8 the manner hereinafter provided. The prindpal office of the 

9 Division shall be in the District of Columbia, but there may 

10 be established agencies or branch offices in any city or cities 

11 of the United States under rules and regulations prescribed 

12 by the Secretary. 

13 "FUNCTIONS AND DUTIES OF ASSISTANT SECBBTAEY 

14 "SEC. 603. The Secretary shall designate an Assistant 

15 Secretary of Transportation provided for under section 3 (c) 

16 of the Department of Transportation Act (49 U.S.C. 1652 

17 (c) ) to assist the Secretary in the execution of his functions 

Ig under this part. In addition to performing such functions, 

19 powers, and duties as the Secretary shall from time to time 

20 prescribe, the Assistant Secretary designated under thb seo- 

21 tion shall serve as a member of the Loan Policy Board es- 

22 tablished under section 604 of this part and, during the ab- 

23 sence or disability of the Secretary or in the event of a 

24 vacancy in the Office of the Secretary, shall serve as the 

25 Chairman of the Loan Policy Board. 
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I "LOAN POLICY BOABD 

% "SEC. 604. (a) There is hereby established a Loan Pol- 

3 icy Board of the Revenue Financing Division, which shall 

4 be composed of the following members, all ex-ofificio: The 

5 Secretary, as Chairman, the Assistant Secretary of Trnns- 

6 portation designated under section 603 of this part as Vice 

7 Chairman, the Chairman of the Federal Reserve Board, the 

8 Secretary of the Treasury, the Secretary of Conmierce, and 

9 two other members who shall be designated from time to time 

10 by the President from among the officers of the United States 

II who are required to be appointed by and with the advice and 

12 Consent of the Senate. Any of the foregoing may designate an 

1^ officer of his department or agency to act in his stead as a 

14 member of the Loan Policy Board with respect to any mat- 

15 ters. The two members designated by the President shall 

16 serve   for   terms   of   four   years   and   be   eligible   for 

17 reappointment. 

18 " (b) The Loan Policy Board shall establish any neces- 

19 sary general policies (particularly with reference to the pnb- 

20 lie interest involved in the granting and denial of applications 

21 for financial a.ssi.stance by the Secretary and with reference 

22 to coordination with other activities and policies of the Gov- 

23 emment)  which shall govern the granting or denying of 

24 applications for financial assistance by the Secretary. Any 

25 such policies so established shall be appropriately published. 
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1 "DELBOATIOir OP AUTHORITY BY SECBETABY 

2 "SEC. 605. The Secretary may from time to time make 

8 such provisions as he shall deem appropriate with respect to 

4 the performance by any officer, employee, or administrative 

5 miit under his jurisdiction of any function of the Secretary. 

6 "LOAN GTJABANTEB POWERS 

7 "SEC. 606.  (a) Where it has been determined by the 

3 Secretary that financial assistance is not otherwise available 

^ on reasonable terms and that the public interest would be 

1^ served, the Secretary within the limitations hereinafter pro- 

^^ vided in this part, is authorized on such terms and conditions 

^ required by this part to guarantee lenders against loss of 

^^ principal and interest on loans made to any common carrier 

14 in the transportation industry organized or operating imder 

15 the laws of any State, the District of Columbia, Puerto Rico, 

16 Guam, the Virgin Islands, or the United States. 

17 "(b)  The Attorney General shall <ake such action as 

18 may be appropriate to enforce any right accruing to the 

19 United States by reason of its having paid money or in- 

20 curred expenses as a result of any loan guarantee made 

21 under this part. 

22 "BESTBICTIONS AND LIMITATIONS 

23 "SEC. 607. The powers granted in section 606 of this 

24 part   shall   be   subject  to  the   following  restrictions  and 

25 limitations:      . 
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1 "(a) The Secretary shall determine that the prospec- 

2 tive earning power of the enterprise, together with the char- 

3 acter and value of the security pledged, if any, furnish rea- 

4 sonable assurance that the enterprise will be able to repay 

5 the loan within the time fixed aud afford reasonable proteo- 

6 tion to the United States. 

7 "(b) (1)   No loan,  including renewals or extensiofis 

8 thereof, may be guaranteed under section 606 for a period 

9 or periods exceeding fifteen years: Provided, That any loan 

10 guarantee may be extended for an additional five years 

11 beyond the fifteen-year limitation period if the Secretary 

12 determines that the carrier's financial condition is improving 

13 significantly and that such carrier will be able to repay the 

14 loan within the additional five years: Provided further, That 

15 the foregoing restriction on maturities shall not apply to secu- 

16 rities or obhgations received by the Secretary as a claimant 

17 in bankruptcy or equitable reorganization or as a creditor in 

18 proceedings under section 20b of this Act, as amended. 

19 " (2) The aggregate amount of loan guarantees to any 

20 common carrier shall not exceed  15 per centum of the 

21 amount appropriated for such purpose under the provisions 

22 of section 615. 

23 "(3)  The total amount of loan guarantees made after 

24 the date of enactment of this part which the Secretary may 
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1 have   outstanding   at   any   one   time   shall   not   exceed 

2 $2,000,000,000. 

3 " (4)  The original term of any loan guarantee shall not 

4 be extended unless there is reasonable cause to believe that 

5 the total amount of funds supplied including interest thereon 

6 can be repaid within twenty years from the date of initial 

7 disbursement. In any event, the determination of the public 

8 interest served shall control and be paramount in the approval 

9 or disapproval of any loan guarantee or extension thereof. 

10 "(5)  In the case of a common carrier by railroad, as 

11 defined in section 618 (2), no loan guarantee may be author* 

12 ized by the Secretary except in the financing or refinancing 

13 of expenditures made in acquiring, construction, maintaining, 

14 or developing the following railroad facilities: 

15 " {^) Track subject to traific usage of at least five 

16 million gross ton-miles per mile of road per year and 

17 determined by the Secretary to be essential for present 

18 and future rail service needs. 

19 "(B)  Structures and similar improvements. 

20 " (C)   Railroad communications and power traas- 

21 mission systems. 

22 "(D) Signals. 

23 "(E)  Terminal facility modernization and oonsoKr 

24 dation. 

25 For purposes of this paragraph— 
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1 "{i)   the term 'track' means  (I)  rail,  (II)  tics, 

2 (ni)  ballast,  (IV) other track materials,  (V) grad- 

8 ing, and   (VI)   tunnels; 

* " (ii) the term 'structures and similar improvements' 

5 means (I) bridges, trestles, and culverts, (II) elevated 

6 structures,  (III)  stations and office buildings used for 

7 operating purposes only, (IV) repair shops and engine- 

8 houses,  (V)  trailer-on-flat-car and container-on-flat-car 

9 terminals, and   (VI)   construction of public improve- 

10 ments; 

^ " (iii)   the term 'railroad communication systems' 

12 means electronic communications systems, microwave, 

1*^ wireless, and automatic data processing systems; 

14 " (iv) the term 'power transmission systems' means 

15 (I) powerplants, (II) power transmission systems, and 

16 (III)   powerplant machinery; 

17 " (v)   the term 'signals' means signals and inter- 

18 lockers; and 

19 "(vi)  the term 'terminal facility' means a facility 

20 providing railroad terminal and switching facilities and 

21 services to railroads and their shippers and passengers. 

22 The above terms shall have the same meaning as they are 

23 given in the Uniform System of Accounts as prescribed by 

24 the Interstate Commerce Conunission. 

25 "(c)  The Secretary may not authorize any such loan 
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1 guarantee with respect to a common carrier by railroad 

2 unless satisfied that the expenditures in the foregoing cate- 

3 gories will improve the utilization and distribution of rolling 

4 stock and materially  contribute  to  the  efiSciency  of rail 

^ operations. 

6 "(d)  The Secretary shall determine that the manage- 

"^ ment of the enteq)rise is efficient and is actively pursuing 

8 programs designed to upgrade and develop plant facilities 

^ and operations sufficient to meet the needs of the public. 

10 "LOAN GUABANTEE APPHOVAL AND BEVIEW 

^^ "SBO. 608.   (a)   All applications for loan guarantees 

^ must  be  approved   by   the   Secretary.   In   any   instance 

1^ where such an application is approved over the adverse rec- 

14 onomendation of the Board of Review provided for in section 

15 609, or disapproved over the reoommendadon of said Board, 

16 a memorandum shall be placed in the loan guarantee file 

17 setting forth the Secretary's reasons for such approval or 

18 disapproval. 

19 " (b) Eadi loan guarantee made by the Secretary under 

20 this part to any lender shall be conditioned upon the execa- 

21 tion of an agreement between the Secretary and the bor- 

22 rower by which such borrower shall undertake that it wfll 

23 not, within two years after the date of the making of sndi 

24 loan, employ, tender any office or employment to, or retain 

25 for professional services any person who on the date such loan 
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1 was made or within one year prior thereto shall have served 

2 as Secretary or Assistant Secretary referred to in section 603 

3 of this part, or as an officer, attorney, agent, or employee 

4 of the Division occupying a position or engaging in activities 

5 which the Secretary shall have determined to involve the 

6 exercise <^ discretion with respect to the making of loan 

"^ guarantees to borrowers unless— 

S "(1) the Secretary shall have determined that such 

' person, on the date such loan guarantee was made and 

•'^ within one year prior thereto, was employed by the Divi- 

** sion only in a branch or field office of the Division which 

" did not, and under ordinary procedures of the Division 

** would not, perform any function in connection with the 

14' negotiation, modification, supervision, or collection of 

IS such loan guarantee; or 

JH " (2) such person shall be employed at the request 

n '       of the Secretary upon his determination that such em- 

]g ployment is advisable to safeguard the interests of the 

U' Treasury, will receive no compensation from the Secre- 

3Q tary for such employment other than his regular salary, 

21 •      and will receive no compensation from such borrower 

jQf .   -.  for such employment. 

29 .                                "BOABO OP BBVIBW 

24" "SBO. 609.  (a)  All  applications for loan guarantees 

25 shall be reviewed by a Board of Review consisting of not 
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1 less than five persons selected by the Secretary from among 

2 personnel   of  the   Division  having  major  responsibilities 

3 assigned to them and who shall receive no additional com- 

4 pensation for such services. It shall be the duty of the Board 

5 to submit to the Secretary a written decision or finding in 

6 each case. Each meinber of the Board shall serve without 

7 compensation other than his regular salary from the Di- 

8 vision and shall not be removed from the Board without 

9 cause. 

10 " (b)   No application for a loan guarantee shall be 

11 approved by the Secretary unless the basis for the deter- 

12 mination of the public interest served as required by secticm 

in 606 has been reduced to writing and made a permanent part 

14 of the files of the Secretary. Notwithstanding the provisions 

15 of section 605, the Secretary shall nmke the detenninaticNi 

16 in all cases where the applications total $1,000,000 or more 

17 with respect to any borrower. 

18 "BBPSESBNTATION PEBS 

19 "SBO. 610.  (a)  It shall be unlawful for any applicant 

20 for a loan guarantee under the provisions of this part, di- 

21 rectly or indirectly, to pay or agree to pay or to procure 

22 ftiiy person to pay or agree to pay, or for any other person 

23 directly or indirectly to receive, or agree to receive, any 

24 fee, commission, bonus, or other compensation of any kind, 

25 in connection with any application for or tlie obtaining of 
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1 a loan guarantee, in excess of reasonable compensation for 

2 proper services so rendered as determined by the Secretary. 

3 Each loan guarantee granted shall be on condition that the 

4 borrower shall accept the determination of the Secretary, 

5 made pursuant to regulations established by the Secretary, 

6 as conclusive of the reasonableness of such compensation. 

7 Amounts thus allowed shall be made matters of public 

8 information. 

^ " (b) Any applicant for a loan guarantee under the 

10 provisions of this part who pays or agrees to pay, or any 

11 other person who receives or agrees to receive, any fee, 

12 commission, bonus, or other compensation of any kind in 

13 connection with any application for a loan guarantee and 

14 who fails to report or to insure that it is reported in the 

15 application or in a supplemental amendment to the appli- 

16 cation filed with the Division prior to the granting of such 

17 loan guarantee, or who thereafter makes or receives such 

18 a payment, or enters into an agreement providing for such 

19 payment, without prior approval of the Division, shall be 

20 fiined not more than $10,000, or imprisoned not more than 

21 five years, or both. 

22 " (c) The Secretary, Assistant Secretary referred to in 

23 section 603 of this part, officer, attorney, agent, or em- 

24 ployee of the Secretary shall not participate in any manner, 

25 directly or indirectly, in the deliberation upon or the deter- 

95-474 O - IS - pt, 1-7 
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. 1 mination of any question affecting his personal interest, or 

2 the interests of any corporation, partnership, or association 

3 in which he is directly or indirectly interested. 

4 "PTJBLIC BBOOBD OF LOAN GUABANTBE APPLICATIONS 

5 "SEC. 611. The Secretary shall maintain as a perma- 

6 nent part of the Division records a docket whidi during the 

7 regular business hours of the Division shall be kept available 

8 for public inspection. The following information shall be 

9 posted in the docket without delay upon receipt of an appli- 

10 cation for a loan guarantee— 

11 " (1) the name of the applicant, and in the case of 

12 corporate applicants, the names of the officers and di- 

13 rectors thereof; 

14 " (2) the amount and duration of the loan for wluch 

15 application for guarantee is made; 

16 " (3) the purpose for which the proceeds of the loan 

17 are to be used; 

Ig "(4) a description of the security offered, if any; 

19 and 

20 "(5) the names of all persons who shall represent 

21 the appUcant or who shall intercede for the applicant or 

22 who shall attempt to influence the Division in any man- 

23 ner either for or against the applicant in the exercise 

24 of its judgment in connection with the loan guarantee. 

25 Duplicate copies of this docket shall b? maintained, one copy 
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1 in the Division records and one copy in the oflSce of the Di- 

2 vision in which the loan guarantee application was filed. 

3 "EEIMBUBSBMENT OP OTHEB AGENCIKS 

4 "SEC. 612. In carrying out the provisions of this part, 

5 the Secretary may use available services and facilities of other 

6 departments, agencies, and instrumentalities of the Federal 

7 Government with their consent and on a reimbursable basis. 

8 "INFOEMATION  FROM  OTHER AGENCIES 

9 "SEC. 613. In order to enable the Secretary to carry out 

10 the provisions of this part, the Comptroller of the Currency, 

11 the Federal Reserve Board, the Federal Reserve banks, the 

12 Securities and Exchange Commission, the Department of 

13 the Treasury,  the Interstate Commerce Commission,  the 

14 Federal Maritime Commission, and the Civil Aeronautics 

15 Board are hereby directed, under such conditions as they 

16 may prescribe, to make available to the Secretary at his 

17 request such  recommendations,  reports,  records or other 

18 information as they may have relating to the condition (rf 

19 existing borrowers and applicants for loan guarantees under 

20 this part, or relating to obligors whose obligations are offered 

21 to or held by the Secretary as security for loans under this 

22 part. These departments, as well as any agencies, and in- 

23 strumentalities of the Federal Government shall exercise their 

24 powers, duties, and functions in sudi manner as will assist 

25 in carrying out the provisions of this part. 
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1 "LOAN INTEREST AND GUAEANTEE FEES 

2 "SEC. 614. (a) Each loan guaranteed by the Secretary 

3 under this part shall bear mterest at such per annum rate as 

4 the Secretary deems reasonable,  taking into account the 

5 range of interest rates prevailing in the private market for 

6 similar loans and the risks assumed by the Federal Govem- 

7 ment. 

8 "(b) The Secretary shall prescribe and collect from the 

9 lender a reasonable annual guarantee fee in connection with 

10 each loan guaranteed under this part. Such fee shall be in 

11 an amount that the Secretary estimates to be necessaiy to 

12 cover the administrative costs of carrying out the provisions 

13 of this part with respect to such loan. 

14 "AUTHORIZATION FOR APPBOPRIATIONS 

15 "SEC. 615. There are authorized to be appropriated, 

16 without fiscal year limitation, such sums as may be necessary 

17 to carry out the purposes of this part but not to exceed in the 

18 aggregate $2,000,000,000. Amounts appropriated under this 

19 section, together with any sums received m operation of the 

20 Division, shall become and will be administered as a revolv- 

21 ing fund to effectuate the provisions of this part. 

22 "REPORTS TO CONGRESS 

23 "SEC. 616.  (a)  The Secretary shall make a report of 

24 the Division operations to the Congress at the end of eacli 

25 quarter of-the calendar year. At the end of each fiscal year, 
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1 an audit of the Division operations for such year shaU be 

2 independently conducted by the Comptroller General and 

3 a report of his findings together with any recommendation 

4 submitted, not later than September 30, to the Congress of 

5 the United States. 

6 "(b) Within six months after the close of each fiscal 

7 year the Secretary shall make a report to the Congress of the 

8 United States which shall contain the financial statements 

9 for the fiscal year, including a balance sheet, a statement of 

10 income and expenses for all loan guarantee operations, a 

11 statement of income and expenses for major classes of loan 

12 guarantees, and an analysis of accumulated net income. The 

13 accumulated net income shall be determined after provisions 

14 for reasonable reserves for uncollectibility of loans outstand- 

1^ ing. Such statements shall be prepared from the financial reo- 

16 ords of the IMvision which shall be maintained in accordance 

17 with generally accepted accounting principles, including the 

18 maintenance of adequate records so that the development of 

1® data necessary to report the results of its loan guarantee activ- 

20 ities by major classes of loan guarantees can be accomplished. 

21 The report shall contain schedules showing, as of the close of 

22 the fiscal year, loan guarantees totaUng $1,000,000 or more 

23 to any one borrower. 

34 "OBIMIKAL PENALTIES 

25 "SBO. 617.   (a)  Whoever makee any statement know- 

26 ing it to be false, or whoever willfully overvalues any secu- 
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1 rity, for the purpose of obtaining for himself or for any 

2 applicant any loan guarantee, or extension thereof by re- 

3 newal, deferment of action, or otherwise, or the acceptance, 

4 release, or substitution of security therefor, or for the purpose 

5 of influencing in any way the action of the Secretary or 

6 the Division, or for the purpose of obtaining money, prc^- 

7 erty, or anything of value, under this part, shall be lined 

8 not more than $10,000 or imprisoned not more than five 

9 years, or both. 

10 "(b)  Whoever, being connected in any capacity with 

11 the Department oi tJbe Treasury— 

12 "(1)   embezzles,  abstracts,  purioins,  or  willfully 

13 misapplies any moneys, funds, securities, or other things 

14 of value, whether belonging to the Division or pledged 

15 or otherwise entrusted to the Division, or 

16 "(2)   with intent to defraud the Division, or to 

17 deceive any oflScer, auditor, or examiner of the Division, 

Ig makes any false entry in any book, report, or state- 

19 ment of or to the Division,  or,  without being duly 

20 authorized, draws any order or issues, puts forth or 

21 assigns any note, debenture, bond, or other obligation, 

22 or draft,  bill  of exchange,  mortgage, judgment,  or 

23 decree thereof, or 

24 "(3)   with intent to defraud, receives directly or 

25 indirectly   any   money,   profit,   property,   or   benefit 
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1 through any transaction, loan commission, contract, or 

2 any other act of the Division, or 

3 " (4) gives any unauthorized information concem- 

4 ing any future action or plan of the Division which 

5 might affect the value of securities,  or having  such 

6 knowledge, invests or speculates, directly or indirectly, 

^ in the securities or property of any company, bank, 

8 or   corporation   receiving   loan   guarantees   from   the 

9 Division, 

10 shall be fined not more than $10,000 or imprisoned not 

11 more than five years, or both. 

12 "DBFINITION OP COMMON CABBIEB 

15 "8KO. 618. As used in this part, the term 'common 

14 carrier' means— 

^^ " (1) & corporation engaged in the furnishing or sale 

16 of tran^ortadon by motor vehicle, except by munidpal 

^"^ or suburban transit system, if the rates for such fumish- 

18 ing or sale, as the case may be, have been established 

^9 or approved by a State or political subdiviaon thereof, 

^ by an agency or instrumentality of the United States, 

21 by a public service or public utility commission or other 

22 similar body of the District of Columbia or of any State 

^ or political subdivision thereof. 

^ " (2) (A) a corporation engaged as a common car- 
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1 rier in the furnishing or sale of transportation by railroad, 

2 if subject to the jurisdiction of the Interstate Commerce 

3 Oommission; or 

4 "(B) a raih-oad corporation subject to part I of thLs 

5 Act if substantially all of its railroad properties have 

6 been leased to another such railroad corporation or 

7 corporations; or 

8 " (C) a common parent corporation which is a com- 

9 mon carrier by railroad subject to part I of this Act. 

10 " (3) a corporation engaged in the furnishing or sale 

11 of transportation by common carrier by water, subject to 

12 the jurisdiction of the Interstate Commerce Commission 

13 under part III of this Act, or subject to the jurisdiction of 

14 the Federal Maritime Commission or the Federal Mari- 

15 time Board under the Shipping Act of 1916, as amended, 

16 and the Intercoastal Shipping Act of 1933; and 

1"^ " (4) a corporation engaged in the busmess of freight 

18 forwarding and subject to the jurisdiction of the Inter- 

im state Commerce Commission under part IV of this Act. 

20 For   the   purposes   of   this   section,   corporations   which 

21 supply equipment or other property to 'common carriers' 

22 as defined herein, and the majority of whose stock is owned 

23 by  such  common earners,  shall be considered  'common 

24 carriers'. 
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1 "TBUMINATION OP AUTHOBITY 

3 "SEC. 619. Except with respect to such applications as 

3 may then be pending, the authority granted by this part 

4 shall terminate tit the close of June 30, 1983: Provided, 

5 That its provisions shall remain in effect for the limited pur- 

6 poses of guarantees made by the Secretaiy and an)' flve- 

7 year extensions permitted pursuant to section 607(b) (1), 

8 "SEPARABn^rTY   CLAUSE 

• "SEC. 620. If any provision of this part or the applica- 

10 tion thereof to any person or circimistance is held invalid, the 

11 validity of the remainder of this part, and the application 

12 of such provision to other persons or circumstances, shall not 

13 be affected.". 

14 SBC. 103. ESTABLISHMENT OF  A  RAILROAD  EQUIPMENT 

15 OBLIGATION INSURANCE FUND, DEPARTMENT 

16 OF TRANSPORTATION. 

17 The Interstate Commerce Act, as amended, is amended 

18 by inserting immediately after part VI the following new 

19 part: 

ao "PART vn 

21 •                                               "PUEPOSE 

ffl "SEC. 701. The purpose of this part is to assist raih-oads, 

23 and their car furnishing subsidiaries and leasing companies in 

24 acquiring and utilizing rolling stock, and thereby encourage 

25 the maintenance and growth of a private national transporta- 
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1 tion system adequate to meet the needs of the nomiiien-^^ of 

2 the United States, and of the national defense. 

3 "DEFINITIONS 

4 "SEC. 702. For the purposes of this part— 

6 "(1) 'Secretary' means the Secretary of Transporta- 

6 tion. 

7 " (2) 'Railroad' means a common carrier by railroad, as 

8 defined in section 1(3) of this Act, as amended, and includes, 

9 where determined appropriate by the Secretary, any railroad 

10 controlled by a railroad within the meaning of section 1  (3) 

11 (b) of this Act. 

12 "(3)  'Car furnishing subsidiarjr* means a corporation at 

13 least 80 per centum of the voting stock of which is owned by 

14 one or more railroads and which furnishes rolUng stock to 

15 one or more railroads owning the voting stock. 

16 "(4)  'Leasing company' means a corporation which 

17 leases rolling stock to one or more railroads. 

18 " (5)   'Rolling stock' means new or rebuilt standard 

19 gage railroad freight cars, including cabooses, suitable for 

20 use by more than one railroad in normal interchange under 

21 the Interchange Rule of the Association of American Rail- 

22 roads, and standard gage railroad locomotives. 

23- " (6)  'Equipment obligations' means bonds, notes, con- 

2"^ ditional sale agreements, equipment trust certificates, and 
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1 other obligations issued or guaranteed by railroads or car 

2 furnishing subsidiaries to finance or refinance rolling stock. 

3 " (7) 'Holder* means the holder of an equipment obliga- 

4 tion, except that where a bank or trust company is acting as 

5 agent or trustee for the holder of the equipment obligation, 

G the bank or trust company shall be deemed to be the holder. 

"7 " (8) 'Obligor* includes the original borrower under an 

8 equipment obligation and his successors and assigns approved 

9 by the Secretary. An obligor must be a railroad or car fur- 

10 nishing subddiary. 

11 "FKDEBAL BAILEOAD EQUIPMBNT OBLIGATION INSURANCE 

12 FUND 

13 "SEC. 703. There is created a Federal Raiboad Equip- 

14 ment Obligation Insurance Fund (hereafter in this part re- 

15 ferred to as the 'fund')  which shall be used by the Seo- 

16 retary as a revolving fund for the purpose of canying 

17 out sections 704 through 707 of this part. Moneys in the 

Ig fund shall be deposited in the Treasury of the United States 

19 to the credit of the fund or invested in bonds or other obliga- 

20 tioDS of, or guaranteed as to prindpal and interest by, the 

21 United States for the account of the fund. 

22 "AUTHOBIZATION TO INSURE EQUIPMENT OBLIGATIONS 

23 "SEO. 704.  (a) The Secretary is authorized to insure 

24 the interest on, and the unpaid principal balance of, any 

25 equipment obligation offered to him which he determines is 
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1 eligible for insurance under this part. The Secretary also 

2 may make commitments to insure any equipment obligation 

3 prior to the date of execution or disbursement thereon. Such 

4 insurance and commitments shall be extended iu such form, 

5 on such terms and conditions, and pursuant to such regula- 

6 tions, as the Secretary considers appropriate and which are 

7 not inconsistent with the provisions of this part. 

8 "(b) Each insurance contract made under this section 

^ shall run to and be for the benefit of the holder of the 

10 equij«nent  obligation. 

11 "(c) The aggregate unpaid prmcipal amount of equip- 

12 ment obligations insured under this part shall not exceed 

13 $3,000,000,000 at any one time. 

14 "(d) Each equipment obligation insured under this seo- 

1^ tion shall bear interest (exclusive of premium charges for 

16 insurance and service charges) at a rate not to exceed such 

1' per centum per annum on the principal obligation outstand- 

18 ing which the Secretarj' determines to be reasonable taking 

19 into account the range of interest rates prevailing in the 

20 private market for similar obligations. 

21 "LIMITATIONS AND CONDITIONS; PREMIUM OHABGES 

22 "SEC. 705. (a) Before insuring any equipment obligft- 

23 tion under section 704 of this part, the Secretary shall find 

24 in writing that— 
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% " (1) the equipment obligation is secured by rolling 

•2 stoek to be financed or refinanced thereby; 

8 "(2) the terms of the equipment obligation require 

4 full payment within fifteen years from the date thereof; 

.5 •  . "(3)  the financing or refinancing of the rolling 

.6 stock is justified by the present and future demand for 

7 • transportation services to be rendered by the railroad for 

8 •   which the rolling stock is procured; 

A: •.   " (4) the common carrier operations of the railroad 

M are suflSciently efficient at the date of any such financing 

U. or refinancing to assure economic utUization of any 

18 rdling stock in which the obligor then has a beneficial 

•13 interest or in which the obligor may obtain such an 

]4- interest,   as   a   consequence   of   such   financing   or 

Iff! refinancing; 

Itoi ' " (5) the purchase of the rolling stock will contrib- 

]fi nte toward a national car supply adequate to meet the 

]§r needs of shippers and the economy; 

19.   •     •      "(6)  the probable value of the rolling stock will 

30 provide reasonable protection to the United States in 

21 Ahe event of repossession of the rolUng stock by the 

91 holder of any equipment obligation insured under this 

2S part. 

24 "(h) The Secretary shall fix a premium charge for the 

25 insurance of equipment obligations under this part of not 
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1 to  exceed   1   per  centum  per  annum  of  the prmcipal 

2 amount of the equipment obligation outstanding. Premium 

3 payments shall be made when moneys are first advanced 

4 by the holder under the equipment obligation and on each 

5 anniversary date thereafter. 

6 "(c) All moneys received under sections 703 through 

7 707 of this part shall be deposited in the fund. N<rt to exceed 

S 5 per centum of the some collected each year under sub- 

^ section (b) of this secticm may be used to pay admimstra- 

1*^ tive expenses incurred by the Secretary incident to the ad- 

11 ministration of sections 703 through 707 of this part. 

^ " (d) The total number of rebuilt freight cars financed 

1"^ pursuant to the provisions of this part shall not exceed one- 

14 third of the total number of all caj-s financed pursuant ther^». 

16 "ISSUANCE OP NOTES OB OBLIGATIONS 

18 "SBO. 706. (a) If at any time the moneys in the fund 

17 are not sufficient to pay any amount the Secretary is required 

18 to pay under an agreement made under section 704 of this 

19 part, the Secretary is authorized to issue to file Secretary of 

20 the Treasury notes or other obligations in such forms and de- 

21 nominations, bearing such maturities, and subject to such 

22 terms and conditions as may be prescribed by the Secretary, 

23 with the approval of the Secretary of the Treasury. The notes 

24 or oUier obligations shall bear interest at a rate determined 

25 by the Secretary of the Treasury, taking into consideration 
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1 the current average market yield on outstanding marketable 

2 obligations of the United States on comparable matarities 

3 during the month preceding the issuance of such notes or 

4 other obligations. The Secretary of the Treasury is author- 

5 ized and directed to purchase any notes and other obligations 

6 to be issued hereunder and for such purpose he is authorized 

7 to use as a public debt transaction the proceeds from the sale 

8 of any securities issued under the Second Liberty Bond Act, 

9 as amended, and the purposes for which securities may be 

10 issued under such Act, as amended, are extended to include 

11 any purchases of such notes and obligations. The Secretary 

12 of the Treasury may at any time sell any of the notes or other 

13 obligations acquired by him under this section. All redemp- 

14 tions, purchases, and sales by the Secretary of the Treasury 

15 of such notes or other obligations shall be treated as public 

16 debt transactions of the United States. Funds borrowed under 

17 this section shall be deposited in the fund and redemptions 

18 of such notes and obligations shall be made by the Secretary 

19 from the fund. 

aO "(b) Notwithstanding any other provisions of law relat- 

21 ing to the acquisition, handling, or disposal of property by 

22 the United States, the Secretary shall have the right in his 

23 discretion to perform such acts as may be necessary to com- 

24 plete, recondition, renovate, repaJr, mdntain, and manage, 

25 lease, rent, sell, or otherwise dispose of any property or other 
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1 interests acquired by him under an agreement made under 

2 section 704 of this part. 

3 " (c) Any contract or commitment of insurance entered 

•  4 into by the Secretary under the provisions of this part shall 

5 not be terminated, canceled, or otherwise revoked, except 

6 as provided by the terms and conditions prescribed by the 

7 Secretary under section 704 of this part; and shall be con- 

8 elusive evidence that the obligation complies fully with the 

9 provisions of this part and of the approval and legaUtj' of 

10 the principal amount, interest rate, and all other terms of the 

11 obligation; and any contract or commitment of insurance so 

12 entered into shall be valid and incontestable in the hands 

13 of a holder from the date as of which such contract or com- 

14 mitment is entered into, except for fraud, duress, mutual mis- 

15 take of fact, or material misrepresentation on the part of 

16 such holder. 

17 "MODIFICATIONS 

18 "SEC. 707. The Secretary may consent to the modifica- 

19 tion of the provisions of an equipment obUgation as to rate 

20 of interest, time of payment of interest or principal, security, 

21 or the terms and conditioas of any contract or commitment 

22 of insurance which he shall have entered into pursuant to 

23 this part whenever he finds in writing that such modifica- 

24 tion is equitable. However, such consent shall not be given 

25 unless any consent of the holder, which may be required 
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1 pursuant to the provisions of any equipment obligation, shall 

2 have first been obtained.". 

3 SEC. 104. ROLLING STOCK SCHEDULING AND CONTROL 

* SYSTEMS. 

^ (a) The Secretary b authorized to assist in the design 

^ of a national rolling stock information service and to oon- 

' tract with and provide technical and financial assistance 

^ to individual railroads or a group of railroads working to- 

^ gether, including the sharing of costs and the funding in part 

•^" of demonstration projects, to assist in the establishment of a 

^^ national rolling stock information system of approved de- 

sign. Such national rolling stock information system shall 

use computer and communication techniques and equipment 

14 which will facilitate equitable distribution and eflBcient and 

15 economical utilization of rolling stock. Such system shall be 

16 capable of furnishing information about all rolHng stock 

1'^ owned directly or indirectly by the railroads such as the 

18 Secretary and railroads determine to be useful for the equi- 

1^ table distribution and efficient and economical utilization of 

20 rolling stock. The Secretary shall consult with shippers, rdl- 

21 roads, and the Interstate Commerce Commission, before 

22 finally approving the design of the system. The Secretary 

23 shall prescribe rules to insure the confidentiality of certain 

24 types of competitive information suppUed for use in con- 

^ nection with the system. 

M-474 O - 73 - pi.  1 - S 
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1 (b)   Financial assistance under this section shall be 

2 approved by the Secretary only where he finds that the 

3 individual project, program, or activity on which such funds 

4 are to be Expended— 

5 (1) JB consistent with development or operation df 

' a national information system; 

^ (2) can reasonably be expected to promote tech- 

8 nological advance or more rapid development and estab- 

*- lishment of a national information system; or 

*" (3) will assist in the establishment of part or parts 

*^ . ,   of the national system whidi are essential to its effective 

** use and which needs financial assistance for timely devel- 

*• opment consistent with development of a national system. 

14 (c)  The Secretary shall report  semiamiually to  the 

15 Congress with respect to the progress made by railroads in 

16 implementing the national system provided for in subsection 

17 (a). Such report shall include recommendations for such 

18 additional funding as may be necessary to make the national 

19 system fully effective, 

SO (d) In exercising his authority under this section, the 

21 Secretary may enter into agreements or contracts without 

22 regard to section 3709 of the Revised Statutes, as amended 

23 (41 U.S.C. 5). 

24 (e) Persons contracting with the Secretary with respect 

25 to the design of a national or individual roUmg stock infor' 
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1 mation 83r8tem or the use of information supplied by sucii 

2 system shall be and are hereby relieved from all prohibitions 

3 of existing laws, including the antitrust laws of the United 

4 States, to the extent necessary to facilitate carrying out the 

5 purposes of this Act. 

6 (f) There is authorized to be appropriated to the Sec- 

7 retary out of money in the Treasury not otherwise appro- 

8 priated, the sum of $35,000,000 for purposes of this section, 

9 such amount to remain available until expended. 

10 TITLE II—PROVISIONS RELATING TO DIS- 

11 CRIMINATORY STATE TAX PRACTICES 

Sec 201. Discriminatory State taxation. 

12 SEC. 201. DISCRIMINATORY STATE TAXATION. 

13 The Interstate Oomineree Act, as amended, is amended 

14 by inserting after section 26 of part I a new section 27 as 

15 follows: 

16 "SHO. 27.   (a)  Notwithstanding the provirions of seo- 

17 tion 202 (b), the following action by any State, or subdi- 

18 vision or agency thereof,  whether such action be taken 

19 pursuant to a constitutional provision, statute, or adminis- 

20 trative order or practice, or otherwise, is hereby dedared 

21 ix)  constitute  an  unreasonaible  and  unjust  discrimination 

22 against and an undue burden upon interstate oommerce and 

23 is hereby forbidden and declared to be unlawful: 

24 " (1) the assessment (but only to the extent of any 
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1 portion based on exces^ve values as hereinafter de- 

2 Embed), for purpoBes of a property tax levied by any 

8 taxing district, of transportation property owned or used 

4 by any common or contract carrier subject t» economic 

8 regulation pursuant to the provisions of this part, part 

6 II, part III or part IV of this Act at a value which 

f bears a higher ratio to the true mai^et value of sudi 

8 transportation property than the assessed value of all 

9 other industrial and oommercial property in the assess- 

-10 ment jurisdiction of any State in which is included such 

11 taxing district and subject fro a property tax levy bears 

12 to the true market value of all such other commercial 

13 and industrial property; 

14 "(2) the collection of any tax on the portion of such 

15 assessment so declared to be unlawful; or 

16 "(3) the collection of any ad valorem property tax 

17 on such transportation property at a tax rate higher than 

Ig the tax rate generally applicable to commercial and in- 

19 dustrial property in the taxing district. 

ao " (b) As used in this section— 

21 "(1) The  term  'transportation property'  means 

22 transportation property as defined in the regulations of 

28 the Interstate Commerce CJommission. 

21 "(2) The term 'assessment jurisdiction' means a 

25 geographical area, such as a State or a county, city, or 
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1 township within a State, which is a unit for pui-poses of 

2 determining assessed value of property for ad valorem 

3 taxation. 

4 "(3) The term 'commercial and industrial prop^ 

5 erty' means property devoted to a commerdal or indus- 

6 trial use, provided that such term shall not include land 

7 used primarily for agricultural purposes or primarily for 

8 the pupose of growing timber. 

• " (4) The term 'all other property' means all prop- 

10 erty, real or personal, other than land used primarily for 

11 agricultural purposes or primarily for the purpose of 

12 growing timber. 

13 " (c)  In the event that the ratio of the assessed value 

14 of all other commercial and industrial property in the as- 

15 sessment jurisdiction to the true market value of all such 

16 other commercial and industrial property cannot be estab- 

17 lished through the random-sampling method known as a 

18 sales assessment ratio study, conducted m accordance with 

19 statistical principles applicable to such studies, to the satisfac- 

20 tion of the court hearing the complaint that transportation 

21 property has been or is being assessed or taxed in oontra- 

22 vention of the provisions of this section, then it shall be 

23 unlawful to assess such transportation property at a value 

24 which bears a higher ratio to the true market value of such 

25 transportation property than the assessed value of all other 
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1 property in the assessment jurisdiction in which is included 

2 such taxing district and subject to a property tax levy bears 

3 to the true market value of all such other property; or to 

4 collect any ad valorem property tax on such transportation 

5 property at a tax rate higher than the tax rate generally 

6 applicable to taxable property in the taxing district. 

7 " (d)  Notwithstanding the provisions of section 1341, 

8 title 28, United States Code, or of the constitution or laws 

9 of any State, the district courts of the United States shall 

10 have jurisdiction, upon complaint and-after hearing, to issue 

11 such writs of injunction or other property process, mandatory 

12 or otherwise, as may be necessary to restrain any State, or 

13 subdivision or agency thereof, or any persons from doing 

14 anything or perfomiiug any act declared by subsection (a) 

15 to be unlawful: Provided, however, That such jurisdiction 

16 shall not be exclusive of that which any Federal or State 

17 court may otherwise have: And provided further. That the 

18 provisions of this section shall not become effective until 

19 three years after the date of its enactment: And provided 

20 further, That no relief shall be granted hereunder unless the 

21 assessment percentage appUed to carrier transportation prop- 

22 erty exceeds by at least 5 per centum the assessment per- 

23 centage applied to all other property in the assessment 

24 jurisdiction.". 
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1 TITLE   ni—PROCEDURES   FOR   ABANDON- 

2 MENT OF  NONPRODUCTIVE  RAIL FA- 

8 CIUTIES 

Sec. 301. Short title. 
Sec 302. Expeditious administrative procedures for abandonment of non- 

productive facilities. 

4 SEC. 301. SHORT TITLE. 

5 This title may be cited as "Abandonment of Nonpro- 

6 ductive Rail Facilities Act". 

7 SEC. 302. EXPEDITIOUS    ADMINISTRATIVE    PROCEDURES 

8 FOR ABANDONMENT OF NONPRODUCTIVE FA- 

9 CILITIES. 

10 (a) Paragraphs  (18),  (19),  (20),  (21), and  (22) 

11 of section 1 of the Interstate Commerce Act (49 U.S.C. 1 

12 (18)  et seq.)  are amended to read as follows: 

13 "(18) No carrier by railroad subject to this part shall 

14 undertake the extension of its line of railroad, or the con- 

15 struction of a new line of railroad, or shall acquire or operate 

16 any line of railroad, or extension thereof, or shall engage in 

17 transportation under this part over or by means of such addi- 

18 tional or extended line of railroad, unless and until there shall 

19 first have been obtained from the Commission a certificate 

20 that the present or future public convenience and necessity 

21 require or will require the construction, or operation, or con- 

22 struction and operation, of such additional or extended line 

^ of nuli'oad. Nothing in this paragraph or in section 5 shall 
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1 be considered to prohibit the makbg of contracts between 

2 carriers by railroad subject to this part, without the approval 

3 of the Commission, for the joint ownership or joint use of 

4 spur, industrial, team, switching, or side tracks. 

5 "(19)  The application for and issuance of any such 

6 certificate shall be under such rules and regulations as to 

7 hearings and other matters as the Commission may from 

8 time to time prescribe, and i}xe provisions of this part shall 

9 apply to all such proceedings. Upon receipt of any applica- 

10 tion for such certificate the Commission shall cause notice 

11 thereof to be given to and a copy filed with the Governor of 

12 each State in which such additional or extended line of nul- 

13 road is proposed to be constructed or operated with the right 

14 to be heard as hereinafter provided with respect to the hear- 

15 ing of complaints or the issuance of securities; and said 

16 notice shall also be published for three consecutive weeks in 

17 some newspaper of general circulation in each county in or 

18 through which said line of railroad is proposed to be con- 

19 struoted or operated. , 

20 " (20)  The Commission shall have power to issue such 

21 certificate as prayed for, or to refuse to issue it, or to issue it 

22 for a portion or portions of a Une of railroad, or extension 

23 thereof, described in the application, and may attach to the 

24 issuance of the certificate such terms and conditions as in its 

25 judgment the public convenience and necessity may require. 
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1 From and after issuance of such certificate, and not before, 

2 the carrier by railroad may, without securing approval other 

3 than such certificate, comply with the terms and conditions 

4 contained in or attached to the issuance of such certificato 

5 and proceed with the construction or operation covered 

6 thereby. 

7 "(21) The Commission may, after hearing, in a pro- 

8 ceeding upon complaint or upon its own initiative withoat 

3 complamt, authorize or require by order any carrier by rail- 

10 road subject to this part, party to such proceeding, to pro- 

11 vide itself with safe and adequate facilities for performing as 

12 a common carrier its car service as that term is used in this 

•^3 part, and to extend its line or lines: Provided, That no such 

14 authorization or order shall be made unless the Commission 

15 finds, as to such extension, that it is reasonably required in 

16 the interest of public convenience and necessity, or a£ to 

17 such extension or faciUties that the expense involved therein 

18 will not impair the ability of the carrier to perform- its duty 

19 to the public. Any carrier subject to this part which refuses 

20 or neglects to comply with any order of the Commission 

21 made in pursuance of this paragraph shall be liable to a pen- 

22 alty of $100 for each day during which such refusal or 

23 neglect continues, which shall accrue to the United States 

24 and may be recovered in a civil action. 

25 "(22)  No carrier by railroad subject to this part shall 
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1 abandon all or any portion of a line of railroad, or the 

2 operation thereof, except in accordance with this paragraph. 

3 A carrier or carriers may file with the Commission a notice 

4 to abandon a lune of railroad, or the operation thereof, which 

5 notice shall be under such rules and regulations as the Com- 

G mission may from time to time prescribe, and the provisions 

7 of this part shall apply to all such proceedings. Abandon- 

8 meats pursuant to such notice diall be governed by the 

9 provisions of this paragraph, the laws or constitution of 

10 any State, or the decision or order of, or the pendency of any 

11 proceeding before, any court or State authority to the con- 

12 trary notwithstanding. The carrier or carriers filing notice 

13 with the Commission pursuant to this paragraph shall file 

14 simultaneously with the Commission a certificate of service 

15 of the notice by nuul upon the Governor of each State in 

16 which all or any porti<m of the line of railroad, or the operar 

17 tion thereof, is proposed to be abandoned, and a certificate 

Ig of posting of notice in every station on such line and a cer- 

19 tificate that notice has been published for three consecutive 

20 weeks in a newspaper of general circulation in each county 

21 in or through which said line of railroad operates. Notice 

22 shall also be given to all shippers and receivers who have 

23 used the line in the preceding eighteen months. All notices 

24 provided for id this paragraph sball be filed with the Com- 

25 mission at least ninety days in advance of any abandon- 
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1 ment of any line of railroad or operation thereof pursuant to 

2 such notice and to this paragraph. Upon the filing of any 

3 notice pursuant to this paragraph, the Commission shall dur- 

4 ing said forty-five days' notice period upon complaint of an 

5 aggrieved party, or may upon its own initiative, enter upon 

6 an investigation of the action proposed in the notice. If no 

'^ such investigation is instituted, the Commission shall issue a 

8 certificate at the expiration of the ninety days' notice period 

^ that public convenience and necessity permit the abandon- 

^" ment proposed in the notice. If an investigation is instituted, 

^^ the Commission, by order served upon the carrier or carriers 

^ affected thereby at least ten days prior to the day on which 

^"* the abandonment proposed in the notice would otherwise be- 

14 come effective, shaU postpone the abandonment in whole or 

15 in part, pending hearing and such investigation, but not for 

16 a longer period than six months beyond the date when such 

17 abandonment would otherwise have become effective. Any 

18 investigation instituted under this paragraph shall include 

19 full public hearings at a point or points on or reasonably 

20 adjacent to the line proposed to be abandoned.  At the 

21 expiration of the six-month suspension period, if any, the 

22 abandonment proposed in the notice shall become effective 

23 unless, prior to such expiration, the Commission shall have 

24 issued an order finding such abandonment not consistent with 

25 public convenience and necessity. In determining whether 
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1 to make sudi finding the Commission shall consider the 

2 following: losses in operating the line proposed to be aban- 

3 doned, as measured by costs of service including maintenance 

4 cost and such repairs or improvements necessary to continue 

5 the line at a physical standard necessary to provide safe, 

6 reliable, and efficient service; extent of actual use of and 

"^ need for the line by shippers or receivers; and the develop- 

8 ment of an efficient and economical transportation system: 

9 Provided, however, That no such finding shall be made 

^^ unless continued operation of the line proposed to be aban- 

•^1 doned will produce sufficient revenue to cover the relevant 

^^ variable costs of handling traffic to, from, and beyond the 

" line: And provided further, That said finding shall be sub- 

14 ject to the provisions of paragraph   (26)   of this section. 

15 Partial changes in operation or service shall be treated in 

16 accordance with paragraph  (4)  of this section. In any in- 

17 vestigation hereunder, the burden of proof shall be on the 

18 carrier.". 

19 (b)   Section 1 of part I of the Interstate Commerce 

20 Act (49 U.S.C. 1) is amended by adding at the end thereof 

21 the following new paragraphs: 

22 "(23)   Any construction,  operation,  or abandonment 

23 contrary to the provisions of paragraph   (18),   (19), or 

24 (22) of this section may be enjoined by any United States 

25 district court of competent jurisdiction at the suit of the 
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1 United States, the Commission, any commission or regulat- 

2 ing body of the State or States affected, or any party in 

3 interest; and any carrier which, or any director, officer, re- 

4 ceiver, operating trustee, lessee, agent, or person, acting for 

5 or employed by sudi carrier, who, knowingly authorizes, 

6 consents to, or permits any violation of the provisions of 

7 paragraph   (18),   (19), or   (22)   of this section shall be 

8 fined not more than $5,000 or imprisoned not more than 

9 3 years, or both. 

10 " (24)  The authority of the Commission conferred by 

11 paragraphs (18) to (22) of this section, both inclusive, shall 

12 not extend to the construction,  acquisition,  or abandon- 

13 ment of spur, industrial, team, switching, or side tracks, lo- 

14 cated or to be located wholly within one State, or of street, 

15 suburban,  or interurban electrie railways,  which are not 

16 operated as a part or parts of a general railroad system of 

1*^ transportation. 

18 " (25) Within one hundred and twenty days after enact- 

19 ment of this paragraiph, each railroad shall prepare and file 

20 with the Commission, which shall publish and make avail- 

21 able to the public, a full and complete diagram of its trans- 

22 portation system describing in particular those rail lines on 

23 which leas than thirty-five carloads originated or terminated 

2^ per mile during the prior calendar year. A railroad shall 



118 

41 

1 amend its diagram from time to time, or as the Commisaion 

2 ^all require, to reflect any changes in this system. 

3 " (26)  In the event the Commission shall during the sis 

4 months provided for in paragraph (22) make a finding that 

5 a hearing and investigation is authorized under paragraph 

6 (22), it shall also make a determination, after said hearing 

7 and investigation, whether revenues attributable to the line, 

8 lines, or operations in question may become sufficient to cover 

9 the relevant variable costs referred to in paragraph (22) as 

10 a result of improved operating efficiencies, rate adjustments, 

11 or direct financial compensation from users and/or any State 

12 or political subdivision thereof or changed circumstances. In 

13 the event the Commission shall determine that ciroumstonces 

14 referred to in this paragraph warrant an additional suspension 

15 of the certificate, then the Commission shall not issue the 

16 certificate but shall retain jurisdiction for an additional six 

17 months to determine if die paragraph (22) standards have 

18 been met. If the paragraph  (22)  standards have still not 

19 been met during the additional six-month period, then the 

20 certificate of abandonment shall be issued. 

21 " (27) Any carrier undertaking the abandonment of a 

22 line of railroad or a portion thereof or the operations there- 

23 over pursuant to the provisions of this section, shall be re- 

24 quired to protect the interests of employees afifected by such 
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1 abandonment. Such protective arrangements shall be those 

2 agreed to by the carrier and the representatives of its em- 

3 ployees or, in the absence of such agreement, as the Com- 

4 mission shall determine. Sudb protective arrangements shall 

5 be included in an order to be issued by the Gonmussion at 

6 the end of the ninety days' notice period or the six 

"^ months' suspension period as the case may be. Any such 

8 arrangements shall protect individual employees for a period 

^ of at least six years  (or a lesser period equivalent to their 

^^ employment with the carrier) from the date first affected 

^^ against a worsening of their positions with respect to their 

^2 employment and shall include, without being limited to, 

13 such provisions as may be necessary   (A)   to provide for 

14 notice and negotiation and execution of implementing agree- 

15 ments prior to the interests of employees being affected: 

16 Provided, however, That where such implementing agree- 

17 ment has not been executed within thirty days after the 

18 date on which such abandonment became ^ective either 

19 party may submit for binding arbitration any unresolved ques- 

20 tions in connection therewith, the arbitration decision to be 

21 rendered if possible within thirty days thereafter, but if such 

22 decision is for any reason delayed beyond said thirty days, 

23 the rights of the parties to such arbitration shall not be 

24 affected; (B) for the preservation of compensation (includ- 

25 ing subsequent wage increases), rights, privileges, and bene- 
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1 fits (including fringe benefits such as pensions, hospitaliza- 

2 tion, vacations, and the like, under the same conditions and 

3 so long as such benefits continue to be accorded to other 

4 employees on the home carrier in active service or on fnr- 

5 lough as the case may be) to such employees under existing 

6 collective bargaining agreements or otherwise; and  (C)  to 

7 provide for the arbitration of disputes arising out of the pro- 

8 tective arrangements which cannot be settled by the parties. 

9 In such arbitrations the burden shall be upon the carrier 

10 party thereto to prove that the employee was not affected 

11 by the abandonment. In no event shall said arrangements 

12 provide benefite less than those established pursuant to section 

13 5(2) (f) of this Act.". 

14 TITLE IV—PROVISIONS RELATING TO COM- 

15 PETITIVE EQUITY 

Sec. 401. Short title. 
Sec. 402. Establislunent of minimiun compensatory rates. 
Sec. 403. Development and implementation of adequate rate levels. 
Sec. 404. Development and implementation of interim rate adjustments. 
Sec. 405. Report filing; and rate publication extension to water transport 

of dry bulk commodities. 
Sec 406. Establishment of nondiscriminatory rates for the transportation 

of recycled solid waste mnterials. 

16 SEC. 401. SHORT TITLE. 

17 (a) This title may be cited as the "Competitive Equity 

18 Act of 1973". 

19 (b) AMENDMENTS TO INTERSTATE COMMERCE Acrr.— 

20 Except as otherwise expressly provided, whenever in this 

21 title an amendment or repeal is expressed in terms of an 
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1 amendment to, or repeal of, a section or other provision, 

2 the reference shall be considered to be luade to a section or 

3 other provision of the Interstate Commeroe Act, as amended. 

4 SEC. 402. ESTABLISHMENT OF MINIMUM COMPENSATORY 

5 RATES. 

6 Sections 15(a) (2), 216 (i), 307(f), and 406(d)   of 

7 the Interstate Commerce Act, as amended, are each amended 

8 by adding at the end of each such section the following: '"Hie 

9 Commission shall, on a continuing basis, investigate and iden- 

10 tify traffics which are moving at rates below the variable 

11 costs, as determined by the Commission, incurred in handling 

12 the traffics to which such rates apply and, within procedures 

1^ established under this Act, cause such rates to be promptly 

14 brought to at least such variable costs.". 

15 SEC. 403. DEVELOPMENT AND IMPLEMENTATION OF AD- 

16 EQUATE RATE LEVELS. 

17 Section 15 (a) (2), section 216 (i), and section 307 (f) 

18 of the  Interstate Commerce Act,  as amended,  are each 

19 amended by adding at the end of each such section the fol- 

20 lowing:    "The    Commission    shall,    withm    twenty-four 

21 months of the passage of this sentence, promulgate and 

22 thereafter continually maintain standards and procedures for 

23 the determination of revenue levels adequate under honest, 

24 economical, and efficient management to cover operating and 

25 capital costs, including a fair, reasonable, and economic profit. 

»«-474 O - 73 - pi. 1 - 9 
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1 The costs to be covered pursuant to such standards shall 

2 include provision for depreciation and for return on invest- 

3 ment based upon the present economic value of equipment 

4 and fadUties used and useful in supplying transportation serv- 

5 ice, and shall reflect current costs of obtaining capital. Present 

6 economic value, as used in this section, shall mean the cur- 

7 rent cost of providing the productive capability of equipment 

8 and facilities used and useful in supplying transportation 

9 service, with due allowance for price changes and for tech- 

10 nological advances subsequent to the date of acquisition or 

11 coinstruod(m <rf equipment and fiacili'ties currently in service.". 

12 SEC. 404. DEVELOPMENT AND  IMPLEMENTATION OF  IN- 

13 TERIM RATE ADJUSTMENTS. 

H Section 15 (a) (2), section 216 (i), and section 307 (f) 

15 of the Interstate Commerce Act, as amended, are each omend- 

16 ed by adding at the end of each such section the following 

17 new language: "The Commission shall, within twelve months 

18 of the passage of this sentence, promulgate and thereafter con- 

19 tinually muntain standards and procedures for the authoriza- 

20 tion of interim rate level adjustments pending any new 

21 detenninaition of adequacy of revenue levels, and such interim 

22 adjustments shall be approved by the Commission whenever 

23 and to the extent justified by experienced, or demonstrably 

^•* certain, increases in cost.". 
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1 SEC. 405. REPORT   FILING  AND  RATE  PUBLICATION  EX- 

2 TENSION TO WATER TRANSPORT OF DRY BULK 

3 COMMODITIES. 

4 (a)  Section 303 (b)  is amended by adding a comma 

5 after the word "part" in the first sentence and inserting the 

6 following  language   immediately  thereafter:   "except  the 

7 provisions of sections 304, 306, and 313 and, in the case of 

8 any violation thereof or of any rule, regulation, require- 

9 ment, or order thereunder, or of failure to comply therewith, 

10 the provisions of sections 316 and 317,". 

11 (b)  Section 303(c)  is amended by adding a comma 

12 after the word "part" in the first sentence and inserting the 

13 following language immediately thereafter: "except the pro- 

14 visions of sections 304, 306, and 313 and, in the case of 

15 any violation thereof or of any rule, regulation, requirement, 

16 or order thereunder, or of failure to comply therewith, the 

17 provisions of sections 316 and 317,". 

Ig (c) Section 304 (b) is amended by striking out the first 

19 sentence thereof and iiiserting m lieu thereof the following: 

20 "The Conunission shall have authority, for purposes of the 

21 administration of the provisions of this part, to inquire into 

22 and report on the management of the business of water 

23 carriers, including those wholly or partially engaged in trans- 

24 portation exempt under either section 303 (b)  or 303 (c), 

25 and to inquire into and report on the management of the 
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1 business  of persons  controUing,  controlled by,  or under 

2 a common control with such water carriers, to the extent 

3 that the business oi such persons is related to the man- 

4 agement of the business of one or more such carriers, and 

5 the Commission shall keep it«elf informed as to the manner 

6 and method in which the same are conducted.". 

7 (d) Section 306 (c)  is amended by striking out "sub- 

8 ject to this part" end inserting in lieu thereof "for which a 

9 tariff has been filed". 

10 (e)   Section 306(e)   is amended by striking out the 

11 second and third sentences thereof and inserting in lieu 

12 thereof  the following:   "It shall  be  the  duty  oi every 

13 contract carrier by water to file  with the  Commission, 

14 publish and keep open for public inspection, in the form 

15 and manner prescribed by the Commisrfon, schedules con- 

16 taining the actual rates or charges of such carrier for the 

17 transportation of property in interstate or foreign commerce, 

18 and any rule, regulation, or practice affecting such rates or 

19 charges and the value of service thereunder. No contract 

20 carrier by water, unless otherwise provided by this part, shall 

21 engage in transportation subject to this part unless the rates 

22 or charges actually maintained and charged have been pub- 

23 lished, filed, and posted in accordance with the provisions of 

24 this part.". 

25 (f) Section 313(a) is amended by inserting after the 
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1 word "associations" where it first appears in the first scn- 

2 tence  thereof the following:   "including those  wholly  or 

3 partially engaged in transportation  exempt under either 

4 section 303(b) or 303(c)". 

5 SEC. 496. ESTABLISHMENT OP NONDISCRIMINATORY 

8 RATES FOR THE TRANSPORTATION OF RE- 

^ CYCLED SOLID WASTE MATERIALS 

8 (a) The Congress hereby finds that, in order to accom- 

9 pUsh the purposes of the SoUd Waste Disposal Act of 1965, 

^^ as amended by the Resource Recovery Act of 1970, it is 

11 essential to establish and maintain fair, reasonable, and non- 

12 discriminatory transportation rates which will facilitate and 

13 encourage broader utilization of recycled solid waste mate- 

14 rials and promote conservation of vital natural resources. 

15 (b)   The Interstate  Commerce  Commission and  the 

16 Federal Maritime Commission, within the maximum scope 

17 of their respective jurisdictions under the Interstate Com- 

18 merce Act, the Shipping Act of 1916, and the Intercoastal 

19 Shipping Act of 1933, shall, within twenty-four months after 

20 the date of enactment of this Act and on a continuing basis 

21 thereafter— 

22 (1)   investigate  and formally  identify  all  rates 

23 charged by transportation carriers subject to their re- 

24 spective jurisdictions for the transportation of recycled 

2r) solid waste materials and shall, in each case, determine 
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1 whether the rates charged and the terms and conditions 

2 of transportation for such materials are fair and reason- 

3 able, and whether they unjustly discriminate against 

4 the movement or shipment in conmierce of recycled solid 

5 waste materials and in favor of competing virgin natural 

6 resource materials or commodities; and 

7 (2)   issue appropriate orders in all cases where 

8 the rates charged or terms and conditions of transpor- 

9 tation applicable to recycled solid waste materials are 

10 found to be unfair, unreasonable, or discriminatory pur- 

11 suant to which such rates and conditions of transporta- 

12 tion  will  be  effectively  canceled  and  repealed  and 

13 replaced by rates, tariflfs, and conditions of transporta- 

14 tion which are found to be fair, reasonable, and nondis- 

15 criminatory; and 

16 (3) promulgate and maintain standards, rules, and 

17 procedures for the establishment of minimum adequate 

Ig transportation rate levels for the movement of recycled 

19 solid waste materials which will facilitate and encourage 

aO the broader utilization of such materials; and 

21 (4)  file reports with the President and the Con- 

22 gress regarding the results of their respective investiga- 

23 tions and all actions taken to establish minimum, fair, 

24 reasonable, and nondiscriminatory rates for the trans- 

25 portation of recycled solid waste materials. 
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1 (c) For the purposes of this section, the term "recycled 

2 solid waste materials" means scrap metals, waste paper and 

3 paper products, textiles, rubber, plastics, glass, and other 

4 materials recovered or reclaimed from "solid waste" as that 

5 term is defined in the SoUd Waste DisposaJ Act of 1965. 

6 (42 U.S.C. 3252(4)), 

7 TITLE V—AGREEMENTS BETWEEN 

8 CARRIERS 

Sec. 501. Short title. 
Sec. 502. Disposition of rates by bureaus, etc, within specifie<l time 

period. 
Sec 503. Single line rates. 
Sec 504. Study of rate bureaus. 

9 SEC. 501. SHORT TITLE. 

10 This title may be cited as the "Eate Bureau Modemiza- 

11 tion Act". 

12 SEC. 502. DISPOSITION   OF    RATES   BY   BUREAUS,   ETC, 

13 WITHIN SPECIFIED TIME PERIOD. 

14 Section 5a of the Interstate Conmierce Act (49 U.S.C. 

15 5b) is amended by adding the following new paragraph: 

16 "(11)  Within one hundred and twenty days after a 

17 rule, rate, or charge is docketed with a conference, bureau, 

18 committee, or other organization, established or continued 

19 pursuant to any agreement approved under this section, such 

20 rule, rate, or charge shall finally be disposed by said con- 

21 ference, bureau, committee, or other organization.". 
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1 SEC. 503. SINGLE LINE RATES. 

2 Paragraph (6) of section 5a of the Interstate Commerce 

3 Act (49 U.S.C. 5b) is amended to read as follows: 

4 " (6) (a) The Commission shall not approve under this 

5 section any agreement which establishes a procedure for the 

6 determination of any matter through joint consideration un- 

^   less it finds that under the agreement there is accorded to 

8 each party the free and urirestrained right to take independent 

9 action either before or after any determination arrived at 

1^   through such procedure, and in no event shall any con- 

11 ference, bureau, committee or other organization, established 

12 or continued pursuant to any agreement approved under this 

13 section, conduct votes on single line rates established by any 

1^ railroad carrier, regulated by part I of this Act, nor appear in 

1^ any proceeding before the Commission regarding said single 

^^   line rate. 

1^ "(b)   The Commission shall not approve under this 

18 section any agreement which establishes a procedure for the 

1^ determuiation of any matter through joint consideration un- 

^ less it finds that under the agreement there is accorded to 

each party the free and unrestrained right to take inde- 

pendent action either before or after any determination ar- 

rived at through such procedure, and no conference, bureau, 

committee, or other organization established or continued 
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1 pursuant to any agreement approved by the Commission 

2 between motor carriers regulated by part 11 or freight for- 

3 waiters regulaJted by part IV of this Aot shall file with the 

4 Commission a protest against or request for suspension of any 

5 rate, fare, or (dmrge published in any of its tariffs upon the 

6 direction of a party to the agreemei^ in the exercise of such 

7 party's right of independent action unless such protest or 

8 request is smpported by facts showing that such rate, fare, or 

9 charge appears to be less tihan the cost of rendering the 

10 specific transportation service to which it applies.". 

11 SBC. 601 STUDY OF RATE BUREAUS 

12 The  Interstate  Commerce  Commission  shall,   within 

13 twelve months following the enactment of this section, con- 

14 duct a proceeding or proceedings in which all interested par- 

15 ties may participate pursuant to paragraph (7) of section 5a 

16 of the Interstate Commerce Act (49 TJ.S.C. 5b (7) ) of the 

17 conference,  bureaus,  committees,  and other organizations 

18 established under section 5a (49 U.S.C. 5b)  to determine 

19 if these rate bureaus and other organizations are preventing 

20 BH efiScient utilization of transportation resources or have 

21 established practices which are inconsistent with efficient, 

22 flexible, and economic operation. In carrying out the pro- 

23 visions of this section, the Conmiission shall consult with, 

24 and give consideration to the views of, the Secretary of 

25 Transportation and the Attorney General. A report which 
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1 shall include recommendations by the Commission shall he 

- transmitted to the Congress during the twelve-month period 

3 referred to above. 

4 TITLE VI—REPEAL OF DISCRIMINATORY 

5 GOVERNMENT RATES 

6 Section 22 of the Interstate Commerce Act (49 U.8.0. 

7 22) is amended to read as follows; 

8 "BESTBICTIONS 

^ "SEC. 22.  (1) Nothing m this part shall prevent the 

1^ carriage, storage, or haadlmg of property free or at reduced 

-^1 rates for charitable purposes, or to or from fairs and expoa- 

^^ tions for exhibition thereat, or the free carriage of destitute 

^•^ and homeless persons transported by charitable societies, and 

14' the necessary agents employed in such transportation, or flie 

15 transportation of persons for the United States Government 

16 free or at reduced rates, or the issuance of mileage, execur- 

17 sion, or commutation passenger tickets; nothing in this part 

18 shall be construed to prohibit any common carrier from 

19 giving reduced rates to ministers of reUgion, or to municipal 

20 governments for the transportation of indigent persons, or 

21 to inmates of Veterans' Administration facilities or State 

22 homes for disabled volunteer soldiers and of soldiers' and 

23 sailors' orphan homes, including those about to enter and 

24 those returning home after discharge, under arrangements 

25 with the boards of managers of said homes; nothing in this 
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1 part shall be construed to prohibit any common carrier from 

2 establishing by publication and filing in the manner pre- 

3 scribed in section 6 of this part reduced fares for application 

4 to the transportation of (a) personnel of United States armed 

5 services or of foreign armed services, when such persons 

6 are traveling at their own expense, in uniform of those serv- 

7 ices, and while on official leave, furlough, or pass; or  (b) 

8 persons discharged, retired, or released from United States 

9 armed services within thirty days prior to the eommence- 

10 ment of such transportation and traveling at their own ex- 

11 pense to their homes or other prospective places of abode; 

12 nothing in this part shall be construed to prevent railroads 

13 from ^\1ng free carriage to their own officers and employees, 

14 or to prevent the free carriage, storage, or handling by a car- 

15 rier of the household goods and other personal effects of its 

16 own officers or employees when such goods and effects must 

17 necessarily be moved from one place to another as a result 

18 of a change in the place of emplojmient of such officers or 

19 employees while in the service of the carrier, or to prevent 

20 the principal officers of any railroad company or companies 

21 from exchanpng passes or tickets with other railroad com- 

22 panics for their officers and employees; nothing in this part 

23 contained shall in any way abridge or alter the remedies now 

24 existing at common law or by statute, but the provisions <rf 

25 this part are in addition to such remedies; nothing in this 
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1 part shall be constraed to prohibit any common carrier from 

2 carrying any totally blind person accompanied by a guide 

3 or seeing-eye dog or other guide dog specially trained and 

4 educated for that purpose or from carrying a disabled per- 

5 son accompanied by an attendant if such person is disabled 

6 to the extent of requiring such attendant, at the usual and 

7 ordinary fare charged to one person, under such reasonable 

8 regulations as may have been established by the carrier; 

9 except that, no pending litigation shall in any way be af- 

10 fected by this part; and, except that, nothing in this part 

11 shall prevMit  the issuance  of joint interchangeable five- 

12 thousand-mile tickets, with special privileges as to the amount 

12 of free baggage that may be carried under mileage tickets 

14 of one thousand or more miles. But before any common 

15 carrier, subject to the provisions of this part, shall issue any 

16 such joint interchangeable mileage tickets with special privi- 

17 leges, as aforesaid, it shall file with the Interstate Commerce 

18 Commission as fully with regard to such joint interchange- 

19 able mileage tickets as with regard to other joint rates, fares, 

20 and charges referred to in said section. It shall be unlawful 

21 for any common carrier that has issued or authorized to be 

22 issued any such joint interchangeable mileage tickets to de- 

23 mand, collect,  or receive from any person or persons a 

24 greater or less compensation for transportation of persons or 

25 baggage under such joint interchangeable mileage tickets 
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1 than that required by the rate, fare, or charge specified in the 

2 copies of the joint tariff of rates, fares, or charges filed with 

3 the Commission in force at the lime. The provisions of sec- 

4 tion 10 of this part shall apply to any violation of the re- 

5 quirements of this proviso. Nothing in this part shall prevent 

6 any carrier or carriers subject to this part from filing reduced 

^ rates for the transportation of property to or from any sec- 

8 tion of the country isith the object of providing relief in case 

9 of earthquake, flood, fire, famine, drought, epid^nic, pesti- 

10 lence, insurrection, or other calamitous visitation or disaster, 

11 if such reduced rates have first been authorized by order of 

12 the Commission  (with or without a hearing) ; but in any 

13 such order the Commission shall  (A)  define such section, 

14 (B)   specify the period during which such reduced rates 

15 axe to remain in effect, and (C) clearly define the class or 

16 classes of persons entitled to such reduced rates (in addition, 

17 the Commission may specify the circumstances under which 

18 individual entities of the class or classes of persons are to be 

19 identified) ; except that, such class or classes of persons are 

20 those eligible for such aid under circumstances in which a 

21 proclamation shall have been issued by authorized agents 

22 of the United States or State governments engaging in the 

23 reUef of distress caused by such calamitous visitation. No 

24 findings of unreasonableness, discrimination, preference, prej- 

25 udice, or noncompensativeness may be made with regard to 
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1 shipments made under such rates. Nothing in this part shall 

2 prevent any carrier or carriers subject to this part from 

3 filing rates, rules, regulations, and charges resulting in re- 

4 duced transportation charges to agencies or departments of 

5 the ITnit«d States or State governments, and no finding of 

6 discrimination,  preference  or advantage,  or prejudice  or 

7 disadvantage, may be made with regard thereto, nor shall the 

8 provisions of section 4 of this part be applicable thereto. 

9 The tariff so involved may be posted and made effective 

10 immediately and retroactively; no tariff or rate, fare or 

11 charge, or quotation or tender thereof, shall be subject to 

12 the suspension provisions of this Act: Provided, That such 

13 rat«s, fares, or charges shall not be less than the variable 

14 costs of handling such traffic. When it is certified by the 

15 United States Government, or any agency or department 

16 thereof, that it is necessary to the national security to with- 

17 hold disclosure of the movement of certain property or ship- 

18 meiits and to withhold from public inspection the rates, rules. 

19 regulations, or charges imder which such property moves, 

20 as well as the volume of movements, all such data shall be 

21 kept confidential by the carriers and by the Commission. 

22 "(2) All quotations or tenders of rates, fares, or charges 

23 for the transportation, storage, or handling of property or 

24 the transportation of persons for the United States Govem- 

25 ment, or any agency or department thereof, including quota- 
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1 tions or tenders for retroactive application whether negoti- 

2 ated or renegotiated after the services have been performed, 

3 shall be in writing or confirmed in writing and a copy or 

4 copies thereof shall be submitted to the Commission by the 

5 carrier or carriers offering such tenders or quotations in 

6 the manner specified by the Commission and only upon 

7 the submittal of such a quotation or tender made pursuant 

8 to an agreement approved by the Commission under section 

9 5a of this Act shall the provisions of paragraph   (9)- of 

^^ said section 5a apply, but said provisions shall continue to 

11 apply as to any agreement so approved by the Commission 

12 under which any such quotation or tender  (a)  was made 

13 prior to August 31, 1957 or (b) is on or after August 31, 

14 1957 made and for security reasons, as hereinafter pro- 

15 vided, is not submitted to the Commission; except that noth- 

16 ing in this paragraph shall affect any liability or cause of 

17 action which may have accrued prior to August 31, 1957. 

18 Submittal of such quotations or tenders to the Conunission 

19, shall be made concurrently with submittal to the United 

20 States Government, or any agency or department thereof, 

21 for whose account the quotations or tenders are offered or 

22 for whom the proposed services are to be rendered. Such 

23 quotations or tenders shall be preserved by the Commission 

24, .for public inspection. The provisions of this paragraph re- 

2,5 quiring submissions to the Commission shall not apply to 
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1 any quotation or tender which, as indicated by the United 

2 States Government, or any agency or department thereof, 

3 to any carrier or carriers, involves information the disclosure 

4 of which would endanger the national security.". 

5 TITLE VII—ESTABLISHMENT OF UNIFORM 

6 COST ACCOUNTING 

S«r. 701. Establishment of uniform cost accounting system under the 
Interstate Commerce Act. 

7 SEC. 701. ESTABLISHMENT OF UNIFORM COST ACCOUNT- 

8 ING  SYSTEM   UNDER  THE   INTERSTATE   COM- 

9 MERCE ACT. 

10 Section 20 of the Interstate Commerce Act (49 U.S.C. 

11 20) is amended by deleting subparagraph (3) and inserting 

12 in Ueu thereof the following new paragraph: 

18 "(3) (a)   The Commission may in its discretion, for 

14 the purpose of enabling it the better to carry  out the 

15 purposes  of all  parts of this Interstate Commerce  Act, 

16 prescribe a uniform system of accounts applicable to any 

17 class of carriers subject thereto, and a period of time within 

18 which such class shall have uniform system of accounts, and 

19 the manner in which such accounts shall be kept. 

20 "(b)  The Commission within one year follov/ing the 

21 effective date of this Act shall establish and promulgate rules 

22 and  regulations  prescribing tmiform cost accounting  and 

23 uniform revenue accountmg methods for the determination 
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1 of abandonment of nonproductive facilities under title III of 

2 the Surface Transportation Act of 1973, minimum compen- 

3 satory rates established under title IV of the Surface Trans- 

4 portation Act of 1973, and the repeal of discriminatory 

5 rates under title VI of the Surface Transportation Act of 

6 1973. Nothing in this paragraph is intended to prevent the 

7 Commission from establishing for any or all additional pur- 

8 poses a uniform system of accounts applicable to any class 

9 of carriers subject to this Act. 

10 "(c)  Pending the establishment of the revenue, cost, 

11 and accounting standards required by subparagraph   (b) 

12 of this paragraph, the Commission shall use such information 

13 and techniques as  it  deems appropriate for  dettimining 

14 costs and revenues required by this Act. 

15 " (d)   In formulating these rules and regulations, the 

16 Commission shall consult with and solicit the views ol the 

17 Secretary of Transportation, other agencies and departments 

18 of the Federal Government, and representatives of the car- 

19 riers, their employees, shippers, and the public". 

20 TITLE Vin—INTERSTATE COMMERCE 

21 COMMISSION BUDGET 

Sec. 801. Short title. 
Sec. 802. Direct submission of Intel-state Commerce Commission Budget. 

22 SEC. 801. SHORT TITLE. 

23 This title may be cited as the "Interstate Commerce 

24 Commission Budget Submission Act of 1973". 

ee-474 O - 73 - pi.  I - 10 
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1 SEC. 802. DIRECT    SUBMISSION    OF    INTERSTATE    COM- 

a MERCE COMMISSION BUDGET. 

3 Seotion 201 (a) (5) of the Budget and Accounting Act, 

4 1921 (31 U.S.C. 11 (a) (5)), is amended by inserting ", the 

5 Interstate Commerce Commission," immediately before "and 

6 the Supreme Court of the United States". 

1 TITLE IX—MISCELLANEOUS 

SPC 901. Effective date. 
Sec. 90-2. Separability. 

8 SEC. 901. EFFECTIVE DATE. 

9 Except as otherwise specifically provided in this Act, 

1(^   the amendments and repeals by this Act shall become effec- 

11 tive on the date of enactment of this Act. 

12 SEC. 902. SEPARABILITY. 

13 If any particular provision of this Act, or the application 

14 thereof to any person or circumstance, is held invalid, the 

15 remainder of the Act and the application of such provision 

16 to other persons or circumstances shall not be affected thereby. 
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93D CONGRESS 
l8T SESSION H. R. 7373 

IN THE HOUSE OF REPRESENTATIVES 

MAY 1,1973 

Mr. PooEix introduced the following bill: which was referred to tlie Com- 
mittee on Interstate and Foreign Commerce 

A BILL 
To preserve and iasure the continued operation of transpor- 

tation properties owned or ojx-rated by carriers by railroad 

in reorganization and confronted with liquidation; to protect 

the security interests of the United States in such properties; 

to provide for the payment of just and reasonable compcriT 

sation for said properties; and, to provide for the national 

defense. 

1 Be it enacted by the Senate and House of Eep-exenia- 

2 lives of the United States of America in Congress assembled, 

3 That  this  Act  may  be  cited  as  the  "Federal  Railroad 

4 Transportation Authority Act of 1973". 
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1 TITLE I—FINDINGS, PURPOSES, AND 

2 DEFINITIONS 

3 CONGRESSIONAL PINDINdS AND DECLARATION OF PURPOSE 

4 SEC. 101. The Congress finds that modern, effective, 

5 and efficient rail transportation is essential to interstate com- 

6 mercc and the national defense; that there exists in the 

"^ northeastern repon of the United States a transportation 

8 emergency which threatens the continuation of adequate 

9 railroad service; that most of the rail service in said region 

10 is performed by railroads now in reorganization; that certain 

^ of the reorganization courts having jurisdiction over said 

^ railroads are now considering the liquidation of the railroads 

^^ in order to preserve the debtors' estates for the creditors 

^^ thereof; that the preservation of adequate railroad trans- 

it portation for the immediate future can be met only by emer- 

1° gency measures which will assure the continuation of the es- 

^" sential service now provided the northeastern re^on and the 

1° Nation by these railroads; and that a permanent solution to 

1^ the threat of liquidation can only be met by direct govem- 

^ mental assumption of the duties, responsibilities, and prop- 

el erties of these railroads. 

22 DEFINITIONS 

^ SEC. 102. For the purposes of this Act— 

^ (1)  "Raib-oad" means the Federal Railroad Transpor- 

tation Authority created under title II of this Act. 
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1 (2) "Board" means the Board of Directors of the Au- 

2 thority as provided for in title II of this Act. 

3 (3)   "Secretary" means the Secretary of Transporta- 

4 tion or his delegate unless tlie context indicates otherwise. 

5 (4)   "Commission"  means the Interstate Commerce 

6 Commission. 

7 (5)  "Eailroad" means a common carrier by railroad, 

8 as defined in section 1 (3) of part I of the Interstate Com- 

9 merce Act (49 U.S.O. 1 (3)). 

10 (6) "Eligible railroad" means a railroad in reorganiza- 

11 tion for which there is no reasonable prospect of achieving 

12 a traditional income-based reorganization or which is ordered 

13 into liquidation by the reorganization court having joiisdic- 

14 tion. 

15 (7)   "Subsidiary" means any corporation over which 

16 an eligible railroad maintains eflFective control by ownership 

17 of more than 50 per centum of its outstanding voting stock, 

18 or otherwise; and which is engaged in the transportation of 

19 persons or property by rail, highway, or water. 

20 (8) "Facility" means all property of an eligible railroad 

21 or subsidiary used or useful in the transportation of persons 

22 or property by rail, highway, or water, includmg but not 

23 limited to, lines of railroad,  rail property,  rolling stock, 

24 yards, maintenance and repair shops, terminals, warehouses. 
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1 trucks, automobiles, garages, signal systems, offices, office 

2 equipment,  and  other  related  facilities. 

3 (9)   "System"  means the composite of all  facilities 

4 owned and op^ted by the Authority. 

5 TITLE II-CREATION OF FEDERAL RAILROAD 

6 TRANSPORTATION AUTHORITY 

7 CBEATION OF AUTHORITY 

8 SEC. 201. There is authorized to be created a Federal 

9 Railroad Transportation Authority. The purpose of the Au- 

10 thority shall be to provide an efifcctive, efficient, and modem 

11 integrated transportation service utilizing existing railroad 

12 facilities and subsidiary facilities and such future facilities 

13 as the Authority may develop or acquire. The Authority 

14 shall be an agency of the United States Government. It 

15 shall be subject to the provisions of this Act. The right to 

16 repeal, alter, or amend this Act at any time is expressly 

1"^ reserved. 

18 ORGANIZATION OF AXJTHOEITT 

19 SEC. 202. (a) The Authority shall have as its governing 

20 body a Board of Directors consisting of five members which 

21 shall be appointed in the following manner: 

22 (1) one member, with expertise in railroad opera- 

23 tions, to be appointed by the President upon the recom- 

24 mendation of the Secretary of Transportation, by and 

25 with the advice of the Senate; 
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1 (2)  one member with expertise in railroad labor 

2 relations, to be appointed by the President upon the rec- 

3 ommendation of the Secretary of Labor, by and with the 

4 advice and consent of the Senate; 

5 (3)  one member, with expertise in matters relat- 

6 ing to users of rail transportation, to be appointed by 

7 the President on the recommendation of the Secretary 

8 of Commerce, by and with the advice and consent of 

9 the Senate; 

10 (4)  one member to be appointed by the Speaker 

11 of the House upon the recommendation of the House 

12 Committee on Interstate and Foreign Commerce; 

13 (5) one member to be appointed by the President 

14 pro tempore of the Senate upon the recommendation of 

15 the Senate Committee on Commerce. 

16 (b) The members of the Board shall elect a chainnan 

17 from among their number. 

18 (c)  The terms of Uie metabers of the Board shall be 

19 for a period of three years and each shall be compensated 

20 at the rate of $50,000 per annum. 'The member selected as 

21 chairman shall be compensated an additional $1,000 per 

22 annum. 

23 (d)  No Board member shall be allowed any wages, 

24 perquisites or reward, or compensation for his services aside 

25 from his salary or pension, but he shall be reimbursed for 
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1 actual expenses iucuned by him in the performance of his 

2 duties. Nor shall any Board member have any financial iu- 

3 terest in any railroad or subsidiary thereof at the time he 

4 assumes his membership on the Board or during his term 

5 thereon. 

fi (e)   A quorum of the Board  shall consist of three 

7 members. 

8 GENERAL  POWERS OF TlfE AUTHORITY 

9 SEC. 203. (a) The Authority shall have the power to 

10 sue and be sued and is authorized to own, manage, and ©per- 

il ate the facilities of eligible railroads and subsidiaries for the 

12 purpose of providing a modem, efficient, and effective trans- 

13 portation service to those desiring to use said facilities; to 

" conduct research and development related to its mission; to 

^^ acquire by construction, purchase, or gift, all facilities, equip- 

^° ment, and devices necessary to carry out the purposes of this 

^' Act; and to engage in all business functions and activities 

•^® consistent with the purposes of this Act. 

^® (b) The Board shall appoint such personnel as neces- 

^ sary to maintain its offices and transact its business, and to 

manage, supervise, and maintain the operations of its sys- 

^ tcm. It shall fL\ the compensation of such personnel and de- 

fine their duties. Any appointee of the Board may be re- 

" moved at the discretion of the Board provided such removal 
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1 does not violate the provisions of a contract between said 

2 appointee and the Board. 

3 APPLICABILITY OF THE INTERSTATE COMMERCE ACT AND 

4 OTHER LAWS 

5 SEC. 204. Except as otherwise specifically provided in 

6 this Act, the Authority shall be deemed a common carrier by 

7 railroad within the meaning of section 1(3)  of the Inter- 

8 state Commerce Act and shall be subject to all the provi- 

9 sions of that Act, as well as other acts, both State and Fed- 

10 eral, presently applicable to common carriers by railroad 

11 within the United States. 

32 REPORTS TO THE CONGRESS 

13 SEC. 205.   (a)   The Authority shall transmit to the 

14 President and the Congress, annually, commencing one year 

15 from the date of enactment of this Act, and at such other 

36 times as it deems desirable, a comprehensive and detailed 

^^ report of its operations, activities, and accomplishments under 

18 this Act, including a statement of receipts and expenditures 

19 for the previous year. At the time of its annual report, the 

^^ Authority shall submit legislative recommendations as it 

"1 deems desirable, including the amount of financial assistance 

22 needed for maintenance, operations, and capital improve- 

23 ments, the manner and form in which the amount of such 



146 

8 

1 assistance should be computed, and the sources from which 

2 such assistance should be derived. 

3 (b) The Secretary shall transmit to the President and 

4 the Congress, one year following enactment of this Act and 

5 biennially thereafter, reports on the state of rail transporta- 

6 tion and the effectiveness of this Act in preserving and pro- 

7 moting such transportation,  together with any legislative 

8 recommendations. 

9 SANCTIONS 

10 SEC. 206.  (a) If any person, corporation, association, 

11 or group thereof engages in or adheres to any action, prac- 

12 tice, or policy inconsistent with the policies and purposes 

13 of this Act, obstructs or interferes with any activities au- 

14 thorized by this Act, refuses, fails, or neglects to discharge 

15 its duties and responsibilities under this Act, or threatens 

IG any such violation, obstruction, interference, refusal, failure, 

17 or neglect, the district court of the United Slates for any dis- 

18 trict in whidi srdd person, corjwration, or association resides 

19 or may be found shall have jurisdiction, except as otherwise 

20 ])rohibit('d by law, upon petition of the Attorney General of 

21 the United States or the duly authorized representative of 

22 the employees of the Authority, eligible railroad, or sijbsidi- 

23 nry, to grant such equitable relief as may be necessary or 

24 appropriate to prevent or terminate any violation, conduct, 

25 or threat. 
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1 (b)   Nothing contained in this section shall be con- 

2 straed as relieving any person of any punishment, liability, 

3 or sanction which may be imposed otherwise than under 

4 this Act. 

5 FINANCING OF THE AtTTHOEITT 

6 SEC. 207.  (a)  There is authorized to be appropriated 

7 to the Authority in the fiscal year of 1973, $10,000,000, to 

8 remain available until expended, for the purpose of assisting 

9 in— 

10 (1) the initial organization, staflRng, and operation 

11 of the Authority; 

12 (2)  the development and conduct of research, de- 

13 velopment, and demonstration programs respecting new 

^^ equipment, facilities, and methods of transport; and 

^^ (3) the conduct of studies to determine the ultimate 

^^ form and extent of the Authority's system, 

^^ (b) There is authorized to be appropriated to the Au- 

^^ thority such sums as may be necessary to prevent net loss 

^^ in the operation and maintenance of the Authority's system. 

^^ (c) The Secretary is authorized, on such terms and cou- 

ditions as he may prescribe, to guarantee any lender against 

^^ loss of principal or interest on securities, obligations, or loans 

^^ issued to finance the purchase, maintenance, or rehabilitation 

of facilities by the Authority and for other purposes con- 
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1 sistent with the objectives of this Act. The maturity date of 

2 such securities, obligations, or loans, including aU extensions 

3 and renewals thereof, shall not be later than twenty years 

4 from their date of issuance, and the amount of guaranteed 

5 loans outstanding at any time may not exceed $400,000,000. 

6 The Secretary shall prescribe and collect from the lending 

7 institution a reasonable annual guaranty fee. There are au- 

8 thorized to be appropriated such amounts as necessary to 

9 carry out this section not to exceed $400,000,000. 

10 TITLE III—PROVISION OF TEANSPORTATION 

11 SERVICES 

12 ASSUMPTION OV SEEVICE BY THE AUTHORITY; 

13 COMMENCEMENT OF OPERATIONS 

14 SEC. 301.  (a) (1) On and after October 1, 1973, the 

15 Authority shall acquire the facilities of any eligible railroad 

16 together with the facilities of said railroads' subsidiaries. 

17 (2) The Authority shall pay to the trustee of the eligi- 

18 ble railroad an amount equal to the liiiuidatcd value of its 

19 facilities as determined by the Interstate Commerce Coui- 

20 mission. Said payment shall be in the form of money or 

21 United States  Government  bonds  maturing  thirty  years 

22 from the date of issuance at an annual interest rate of &} 

23 per centum, or both. 

24 (3)   The Authority shall acquire the facilities of the 

25 subsidiaries of eligible railroads by payment to the trustee 
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1 of the eligible railroad involved of an amount equal to the 

2 value of said facilities as determined by the Interstate Com- 

3 merce Commission. Said payment shall be in the form of 

4 money or United States Government bonds maturing thirty 

5 years from the date of issuance at an annual interest rate 

6 of 6} per centum, or both. 

7 (b) On the date of the acquisition of facilities the Au- 

8 thority shall become responsible for their operation and 

9 maintenance. 

10 (c)   Title to all assets of eligible railroads and their 

11 subsidiaries not acquired by the Authority shall remain in 

12 the trustees thereof for disposition as determined by the ap- 

13 propriate reorganization court. 

^^ OPERATION AS DIVISIONS OF AUTHORITY 

^^ SEC. 302. (a) For a period of two years from the date 

of acquisition of facihties the Authority operates in separate 

divisions the facilities of each eligible railroad. Said divisions 

shall continue to be considered separate and independent 

carriers by railroad for purposes of the Interstate Commerce 
Of) 

Act and other acts applicable to carriers by railroad. 
21 (b)  During said two-year period the Authority shall 
22 determine the most efiicient and effective means of opera- 
oo 

tion of its system, inclijding the consolidation, modification, 
24- 

or other alteration of its division, and shall thereafter place 
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1 its determinations into effect, subject to the provisions of 

2 the Interstate Commerce Act and other applicable laws. 

3 (c)  The Authority shall confer with representatives of 

4 users and the States and communities served by the Author- 

5 ity's system for the purpose of determining their transporta- 

6 tion needs and the eflBciency of its operations. 

7 (d)  The Authority will assume and continue in effect 

8 and unchanged for a two-year period from the date  of 

9 acquisition, all contracts maintained by eligible railroads with 

10 local, State, and multi-State transportation authorities. 

11 ABANDONMENT OP LINES 

12 SEC. 303. (a)  The Authority shall not seek authoriza- 

i:5 tion to abandon any line of railroad for a period of one year 

14 following acquisition and commencement of operations. 

15 (b)  During said one-year period the Authority shall 

Ifi determine the present and possible future public need of such 

17 lines. The Authority shall, upon completion of its study, 

18 submit to the Congress a report on those lines which it 

19 believes should be abandoned and the reasons therefor. 

20 (c)  Upon the completion of sixty days following the 

21 submission of its report, it may proceed to seek authority for 

22 abandonment pursuant to the provisions of the Interstate 

23 Commerce Act. 
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1 PEOTECTIVE  ARRANGEMENTS  FOR EMPLOYEES 

2 SEC. 305.  (a)  The employees of eligible railroads and 

3 their subsidiaries shall be provided fair and equitable ar- 

4 rangcinents to protect their interests. 

6 (b)  Such protective arrangements shall include, with- 

6 out being limited to, such provisions as may be necessary for 

7 (1) the preservation of rights, privileges, and benefits  (in- 

8 eluding continuation of pension rights and benefits)  to such 

9 employees under existing collective-bargaining agreements 

10 or otherwise;  (2)  the continuation of collective-bargaining 

11 rights;   (3)   the protection of such individual employees 

12 against a worsening of their positions with respect to their 

13 employment; (4) assurances of priority of reemplo3Tnent of 

14 employees terminated or laid ofi; and (5)  paid training or 

15 retraining programs. Such arrangements shall include pro- 

16 visions protecting individual employees against a worsening 

17 of their positions with respect to their employment which 

18 shall in no event provide benefits less than those established 

19 pursuant to section 405 of the Eail Passenger Service Act 

20 of 1970 and section 5(2) (f)  of the Interstate Commerce 

21 Act, 

22 (c) No employee of an eligible railroad, its subsidiaries, 

23 or the Authority shall be affected by any change in compen- 
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1 sation or in condition, place, time, or type of employment 

2 pending the execution of agreements between the Authority 

3 and the representatives of the employees of eligible railroads 

4 and their subsidiaries regarding the selection and assignment 

5 of employees to perform work on the Authority's system; 

6 the modification, if any, of seniority rights of employees in- 

7 volved; and, the application to employees of the provisions 

8 of protective arrangements provided for in this section. 

9 (d)  The protective arrangements shall be certified by 

10 the Secretary of Labor. Representatives of the eligible rail- 

11 roads, their subsidiaries, their employees, the Authority, and 

12 the Secretary of Labor shall confer on the detailed provisions 

13 to be included in the protective arrangements. Subsequent 

14 to such conferences the Secretary of Labor shall determine 

15 upon and certify a fair and equitable arrangement. 

16 (e)  Financial obligations arising under the protective 

17 arrangement shall be borne equally by the Authority and the 

18 estates of the eligible railroads. 

19 (f)  The Authority shall take such action as may be 

20 necessary to insure that all laborers and mechanics employed 

21 by contractors and subcontractors hi the performance of 

22 construction work financed with the assistance of funds re- 

23 ceived under any contract or agreement entered into under 

24 (bis title shall be paid wages at rates not less than those 

25 prevailing on similar construction in the locality as deter- 
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1 mined by the SecTetary of Labor in accordance with the 

2 Davis-Bacon Act. The Authority shall not enter into any 

3 such contract or agreement without first obtaining adequate 

4 assurance that required labor standards will be maintained 

5 on  the  construction  work.  Health  and  safety  standards 

6 promulgat«d by the Secretary of Labor pursuant to section 

7 107 of the Contract Work Hours and Safety  Standards 

8 Act (40 U.S.C. 3.33) shall be applicable to all construction 

9 work performed under such contracts or agreements except 

10 any constniction work performed b)' a railroad employee. 

11 Wage rates provided for in collective bargaining agreements 

12 negotiated under and pursilant to the Railway Labor Act 

13 shall be considered as being in compliance with the Davis- 

14 Bacon Act. 

16 (g)   The Authority shall not contract out any work 

16 normally performed by employees in any bargaining unit 

^^ covered by a contract between the Authority or any railroad 

18 providing intercity rail passenger service upon the date of 

19 enactment of this Act and any labor organization, if such 

20 contracting out shall result in the layoff of any employee or 

2^ employees in such bargaining unit. 

22 TITLE IV—MISCELLANEOUS PROVISIONS 

28 AUTHOR IZATION FOR APPLICATION 

2* SEC. 401. There are hereby authorized to be appropri- 

^ ated amounts equal to 50 per centum of the liquidated value 

M-<T4 O - 73 - pi.   I - 11 
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1 of the facilities of eligible railroads and the values of facilities 

2 of subsidiaries as determined by the Commission, acquired 

3 by the Authority. Any sums appropriated shall be available 

4 until expended. 

6 SBPARABILITT 

6 SEC. 402. If any provision of this Act or the application 

7 thereof to any person or circumstance is held invalid, the 

8 remainder of the Act and the application of such provision 

9 to other persons or circumstances shall not be a£fected 

10 thereby. 
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93D CONGRESS 
IsT SESSION H. J. RES. 50 

IN THE HOUSE OF REPRESENTATIVES 

JANUAFT 3,1973 

Mr. EcKHARDT (for himself, Mr. DENT, Mr. HARRINGTON, Mr. EowARDti of Cali- 
fornia, Mr. KASTENMEIXR, Mr. HELSTOSKI, Mr. CABNET, Mr. MiTcinaj. of 
Maryland, Mr. GONZALEZ, Mr. HOWARD, Mr. DINGEIX, Mr. Ko«iENTH.\i., 
Mr. TEEBNAN, Mr. VAN DEERI.IN, Mr. BINGHAM, Mr. EILBEBO, Mr. CONFFRR, 

Mr. Moss, Mr. KTROS, Mr. PODELI,, Mr. BBOW.\ of California, Mr. GORMAN, 

Ms. ABZUO, Mrs. MINK, and Mr. HECIILER of West Virginia) introduced 
the following joint resolution; whieli was referred to the Committee on 
Interstate and Foreign Commerce 

JOINT RESOLUTION 
To pro\'ide for the continued operation of the transportation prop- 

erties owned or operated by Penn Central Transportation 

Company, to protect the security interest of the United 

States in such propertie.s and to provide for the payment of 

just and rea8onal)le compensation therefor. 

Wliereas the Penn Central Transportation Company has been 

in bankruptcy reorganization proceedings since 1970; and 

Wliereas the report of the trustees in bankruptcy, dated Febni- 

ary 15, 1972, shows that any reasonable prospect of reor- 

ganizing the railroad as a private corporation is dependent 

on (1) the abandonment of or continued operation upder 

some new form of subsidization of some nine thousand miles 
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of its twenty thousand miles of road, (2) the reduction of 

its work force by nearly ten thousand, to the point at which, 

in the judgment of Congress, the safety of operations would 

be gravely jeopaidized, and (3) reimbursement for its per- 

formance of intercity passenger service on terms more favor- 

able than those generally prevailing and outright subsidiza- 

tion of its commuter passenger service; and 

Whereas the trustees for the bondholders under the several mort- 

gages outstanding on the properties of Penn Central Trans- 

portation Company have urged the bankruptcy court to 

set an early deadline for a delermination of whether a tra- 

ditional income-based reorganization to continue the opera- 

tion of the Penn Central properties under private corporate 

management is possible; and 

Whereas the conditions on which a traditional income-based 

reorganization of Penn Central Transportation Company as 

a private corporation are reported by the bankruptcy trustees 

• to be dependent are not consistent with the requirements of 

the United States, including the public, for transportation 

service or the requirements for having such service safely 

and economically conducted; and 

Whereas the United States has a security interest in the Penn 

Central properties potentially exceeding $100 million and 

the trustees of the Penn Central Eailroad envision the need 

. of further infusions of cash which would swell such figui'e 

to $300 to $600 million: Therefore be it 

1 Resolved by the Seriate and House of Representatives 

2 of the United States of America in Congress assembled, 

3 That there is hereby established a Commission on Railroad 

4 Transportation in the Northeast. The Secretary of Transpor- 

5 tation shall serve ex oflScio as Chairman of the Commission. 
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1 There shall be six other members of the Commission consist- 

2 iug of the chairman of the House Committee on Interstate 

3 and Foreign Commerce and two membera of that committee 

4 designated  by  such  chainnaii,  and  the  chairman of the 

5 Senate Committee on Commerce and two members of that 

6 committee designated by such chairman. No member of the 

7 Commission shall receive additional compensation for his 

8 service as such member. Determinations of the Commission 

^ shall be made by majority vote of the Commission members 

^" other than the Chairman, 

^ SEC. 2. It shall be the duty of the Commission on Rml- 

^ road Transportation in the Northeast to keep itself closely 

^ informed on all developments in In the Matter of Penn 

14 Central Transportation Company, Debtor, numbered 70-347, 

15 United States District Court for the Eastern IMstrict of 

16 Pennsylvania. Whenever the Commission finds that there 

17 is no reasonable prospect of achieving a traditional income- 

18 based reorganization of Penn Central Transportation Com- 

19 pany without the abandonment or subsidization of lines of 

20 road reasonably needed for useful transportation, or the re- 

21 dudion of its work force to a degree not consistent with 

22 efficient, nonburdensome, and safe operations, or the sub- 

23 sidization of intercity or comnjuter passenger operations to a; 

24 degree more favorable tlian those generally prevailing, then 

25 the Commission shall so determine and declare. • 
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1 BEC< 3. There Is hereby created a Federal corporation 

2 which shall be known as the Northeast Transportation Au- 

3 thority. The Secretary of Transportation shall serve ex of- 

4 ficio as Chairnmn of the Board of Directors of the Northeast 

5 TraJisportation Authority without additional compensation. 

6 Four additional directors shall be appointed by the President 

' and shall be compensated in such manner and in such amount 

8 as the President shall determine. Tlie directors appointed by 

^ the President shall each serve at the pleasure of the President. 

1® SEC. 4. Promptly after all the members of the Board 

11 of Directors of the Northeast Transportation Authority have 

12 been named, thcy shall meet and determine what offices of 

13 the Authority will be needed to conduct all transportation 

14 operations now conducted under the direction of the trustees 

15 of Pcnn Central Tninsporta^ion Company, fix the duties of 

10 such ofhees and, as needed, aj)point persons to fill such offices 

17 and fix their compensation and tenure. The Northeast Trans- 

18 portation Authority sliall have and may exercise all corporate 

J9 powers that Penn Central Transportation Company has and 

20 which are not inconsistent with this Act. 

21 SBC. 6. If and when the Commii»sion on Railroad Trans- 

22 portation in the Northeast^ pursuant to section 2 of this Act, 

23 makes a determination and declaration that there is no rea- 

34 fionable prospect of achieving a traditional income-based reor- 

25 ganization oi Peon Central Transportation Company that 
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1 meets the requirements of section 2 hereef, then all property, 

2 real or personal, owned or operated under the direction of 

3 the trustees of Penn Central Transportation Company aftd 

4 which is used or usefol in the conduct of transportation sb^ 

5 become the property of the United States of America. Title 

6 thereto, with power to deal therewith pursuant to its corp'6- 

7 rate powers, shall be vested in the Northeast Transportatidn 

8 Authority. As promptly as reasonably possible after the cfc- 

9 termination and declaration of the Commission, the chief 

10 executive officer of the Northeast Transportation Authority 

11 shall certify to the trustees of Penn Central TraospotttitidA 

12 Company which of its properties are not deemed used or use- 

13 ful in the conduct of transportation. Any properties so certi- 

14 fied shall not become the property of the United States of 

15 America. Funds on hand at the time title passes to the United 

16 States and funds thereafter collected as a result of prior oper&- 

17 tions, together with the proceeds of subsequent operations, 

18 shall be available to the Northeast Transportation Authority 

19 without appropriation to meet the expenses of conducting its 

20 operations, 

21 SEC. 6. Promptly after the Commission on Railroad 

22 Transportation in the Northeast makes a determination and 

23 declaration pursuant to section 2 of this Act, the Commis- 

24 sion shall negotiate with the bankruptcy trustees in an effort; 
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1 to agree upon a sum of money that will constitute just and 

2 reasonable compensation for the property passuig to the 

8 United States under section 5 of this Act. In such negotia- 

4 tions the Commission and the trustees shall be guided by the 

6 standards of just and reasonable compensation that are set 

6 forth for the guidance of the Court of Claims in section 7 of 

.7 this Act. Any agreement negotiated pursuant to this section 

8 shall be subject to approval by the bankruptcy court before it 

9 becomes binding on either party. 

10 SEC. 7. The trustees of Penn Central Transportation 

11 Company shall be entitled, at any time before an agreement 

12 pursuant to section 6 of this Act becomes bindmg, to bring 

13 suit in the United States Court of Claims and to recover 

14 from the United States for the bankruptcy estate of the 

15 debtor the just and reasonable compensation for the property 

16 passing to the United States mider section 5 of this Act. In 

1"^ arriving at the just and reasonable compensation recoverable 

18 by the debtor under this section, the Court of Claims shall 

19 give due consideration to the security interest the United 

20 States has in the property of the debtor pursuant to the 

21 Emergency Rail Services Act of 1970   (Public Law 91- 

22 663, Ninety-first Congress, 84 Stat. 1975), the ability or 

23 inability of the debtor to pay taxes or other fixed charges or 

24 to earn any return on the investment in its property or to 
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1 reorganize under conditions acceptable to the United States, 

2 the marketability of its transportation properties under con- 

3 ditions in which no railroad transportation may be available, 

4 and such other factors as the court may find relevant to a 

5 proper determination. 

6 SBO. 8. The trustees shall distribute the proceeds of just 

7 and reasonable compensation for the transportation proper- 

8 ties (A the debtor, as determined under section 6 or section 

9 7 of this Aot, together with proceeds of liquidation of 

10 such other properties as the debtor may own, to the credi- 

11 tors and holders of other interests in the debtor in accordance 

12 with the laws applicable to bankruptcies and under the direo- 

13 <aon of the bankruptcy court. Such distribution shall consti- 

14 tnte full and final discharge of the United States of all liabil- 

15 ities to any creditor or holder of any other interest in the 

16 debtor and to Penn Central Transportation Company. 

17 SBO. 9. The Northeast Transportation Authority shall 

18 be deemed a common carrier by railroad within the meaning 

19 of section 1 (3) of United States Code, title 49, and shall 

20 be subject to all provisions of the Interstate Commerce Act. 

21 Further, the Authority shall be subject to the same laws 

22 and regulations with respect to safety and with respect to 

23 the representation of its employees for purposes of collective 

24 bargaining, the handling of disputes between carriers and 
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1 their employees, einpIoye« retirement, aimuity and onem- 

2 ployment systems, and other dealings with its employees as 

3 any other common carrier subject to part I of the Interstate 

4 Commerce Act.  The Northeast Transportation Authority 

5 shall not be subject to any Federal, State, or local taxes, 

6 but the Authority may, after all tax liabilities of Peon 

7 Central Transportation Company have been discharged, enter 

8 into such arrangements as it deems equitable for the pay- 

9 ment of moneys to States and localities in lieu of property 

10 taxes. The Northeast Transportation Authority shall not be 

11 subject to the restrictions of the civil serN'ice or other laws 

12 generally appUcable to Federal agendes, but its accounts 

13 shall be audited by the General Accounting Office and the 

14 General Accounting Office shall report the results of its 

15 audits to Congress not less frequently than once each 3'car. 

16 SBO. 10. At the time title to the property described in 

17 section 5 of this Act passes to the United States the North- 

18 east Transportation Authority shall become the employer 

19 of all employees and subordinate officials then employed by 

20 the Penn Central Transportation Company  (as those tenns 

21 are used in the Railway Labor Act)  and shall assume all 

22 obligations arising from prior employment as employees or 

23 subordinate officials, other than tliose which will be satisfied 

24 from the assets of Penn Central Transportation Company. 

25 SBO. 11. The primary objective of the Northeast Trans- 
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1 portation Authority shall be to assure the public the most 

2 economic, attractive, safe, and useful railroad transportation 

3 service that can be furnished, while maintaining rates of pay, 

4 rules, and working conditions for employees at a level not 

5 less than that prevailing in the railroad industry in the United 

6 States. In the event that such assurance requires the deter- 

7 mination and declaration provided for in section 5 of this 

8 Act and the property of Penn Central is passed to the United 

9 States, as provided in sections 6, 7, and 8, and the Au- 

10 thority operates the railroad as a common carrier as pro- 

11 vided in sections 9 and 10, the Authority shall provide the 

12 services in accordance with the standards set out above; 

13 and in that event a principal objective of such operations 

14 under such standards shall be to serve as a yardstick to afford 

15 expertise for all agencies of government having to do with 

16 railroad operations, .shipping rates, rates of pay, and condi- 

17 tions of employment, or having to do with other transporta- 

18 tion matters concerning which such information would be 

19 useful; and the Authority sliall cooperate with such agencies 

20 and with the committees of Congress by affording to them 

21 all information deemed by such agencies or committees as 

22 useful to them. The net proceeds of operations, if any, after 

23 the liquidation of liabilities payable therefrom, shall be COV' 

24 ered into the Treasury as miscellaneous receipts. 

25 SEC. 12. There is hereby authorized to be appropriated 
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1 from any moneys in the Treasury not otherwise appropri- 

2 ated such sums as the Board of Directors may show to bo 

3 necessary to meet the expenses of organizing and staffing 

4 the Northeast Transportation Authority in preparation for 

5 the takeover and such sums as may Ije shown from time to 

6 time to be necessary, in addition to the proceeds of opera- 

7 tion, to conduct the operations of the Northeast Transporta- 

8 tion Authority in accordance with tlits Act. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., June 19, 1973. 

Hon. HARLEY O. STAGGERS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DEAR MR. CHAIRMAN. We refer again to your letter of March 13, 1973, asking 
for a report on H.R. 4897. The bill would create a new not-for-profit Northeast 
Rail Line Corporation empowered to acquire, maintain, improve, and prescribe 
rules for the operation of rail lines and necessary appurtuenances for the purpose 
of fully developing the potential of modern rail service in the Northeast region 
of the Nation. 

The Northeast Rail Line Corporation would be authorized to issue debentures 
guaranteed by the United States in order to finance the acquisition of rail lines 
in the Northeast region of the United States. The costs to the Corporation of 
rehabilitating, operating and maintaing these rail lines would be financed from 
charges for use of its acquired rail lines and appurtenances or from appropriations 
to the Secretary of Transportation for disbursement to the Corporation. We believe 
that this arrangement may be considered a federal program. 

Our Office has consistently taken the position that the public interest is best 
served when congressional control over activities is exercised through annual 
reviews and affirmative action on planned programs and financing requirements 
which attend the appropriation processes, and through the application of statutes 
and regulations which usually govern the operations of Government agencies. We 
believe that departures from the standard should be permitted only on a clear 
showing that an activity cannot be successfully operated in the public interest 
through the framework of a new regular Government agency or through an ex- 
pansion of similar programs in existing Government agencies. And if your com- 
mittee should decide that the functions to be performed by the Northeast Rail 
Line Corporation could be performed as well by a Government agencv, and amend 
H.R. 4897 accordingly, section 208(b)(1), (2), and (3) of the bill should be 
deleted because the Comptroller General would have adequate audit authority 
under other provisions of law. 

However, if a corporation is considered best suited as the organization for 
achieving the purposes of the bill, we suggest that the Corporation (1) be made 
subject to the provisions of the Government Corporation Control Act, and (2) be 
given borrowing authority from the Treasury as the source of funds for acquiring 
rail lines. The Northeast Rail Line Corporation would then be subject to the 
budgetary review process contemplated by sestions 102, 103, and 104 of the 
Government Corporation Control Act, and since the Treasury generally can bor- 
row funds at a lower cost than Federal or private corporations, the financing cost 
of rail line acquisition would be less than that now provided by the sales cf Gov- 
ernment-guaranteed debentures authorized in sestions 206 and 504 of H.R. 4897. 

If, as suggested, the Northeast Rail Line Corporation were made subject to 
the provisions of the Government Corporation Control Act, section 208(b)(1), 
(2), and (3) of H.R. 4897 should be deleted, because the Comptroller General 
would have adequate audit authority under the Control Act. However, in order 
to provide the General Accounting Office with needed flexibility as explained in 
our comments on other bills, we suggest that the following language be added to 
the amended bill: 

Notwith-standing the provision"" of section 105 and 106 for wholly owned 
corporations of the Government Corporation Control Act, the financial transac- 
tions of the Northeast Rail Line Corporation shall be audited by the Comptroller 
General not less than once during each three year period and reports of the results 
of each such audit made to the Congress within six and one-half months following 
the end of the fiscal year covered by the audit. 

However, if the Northeast Rail Line Corporation is not made subject to the 
Government Corporation Control Act, we suggest that (1) the words "accounts 
and operations" be substituted for the words "financial transactions" in lines 3 
and 15, page 11. of subsection 208(b)(1), of H.R. 4897, and (2) the words "accounts 
and op>erations be substituted for the words "financial transactions" in line 24, 
page 11, and line 7, page 12 of .subsection 208(b)(2), of H.R. 4897. These changes 
are needed because, in some ca.ses, non-Government agencies have been reluctant 
to allow our Oflficc to review records not specifically related to financial matters 
when our audit authority contained only the term "financial transactions." 

Regardless of the eventual form that an organization takes to perform the 
functions now given to the Northeast Rail Line Corporation in H.R. 4897, we 
have these additional suggestions and observations on the bill. 
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Subsection 208(a)(1) of H.R. 4897 provides for annual audits of the Northeast 
Rail Line Corporation by independent certified public accountants or independent 
licensed public accountants. Our Office has adopted language regarding the qualifi- 
cations of public accountants conducting audits. We recommend that the following 
language changes be made: (1) on line 4, page 10 of subsection 208(a)(1) of H.R. 
4897 insert a period after the word "annually"; and (2) substitute the following 
language for the part of the subsection immediately following the word "annually 
and concluding the sentence on line 8, page 10: 

Such audits shall be conducted in accordance with generally accepted auditing 
standards by independent certified public accountants or by independent licensed 
public accountants, licensed on or before December 31, 1970, who are certified 
or licensed by a regulatory authority of a State or other political subdivision of the 
United States; except that independent public accountants licensed to practice 
by such regulatory authority after December 31, 1970, and persons who, although 
not so certified or Ucensed, meet, in the opinion of the corporation, standards of 
education and experience representative of the highest prescribed by the licensing 
authorities of the several States which provide for the continuing licensing of pubUc 
accountants and which are prescribed by the Secretary in appropriate regulations 
maj^ perform such audits until December 31, 1975: Provided, that if the corpora- 
tion deems it necessary in the public interest, he may prescribe by regulation higher 
standards than those required for the practice of public accountancy by the regula- 
tory authorities of the States. 

Sections 402 and 403 of H.R. 4897 provide that rail carriers shall have the right 
to continue using, or to begin using, freight and passenger service over lines 
conveyed to the Northeast Rail Line Corporation in return for payment to the 
Corporation of .$0.60 per thousand gross-ton-miles of locomotive and train oper- 
ations. Preexisting agreements and contracts for the use of track and other facil- 
ities convej'cd to the Corporation would not remain in effect. Neither tlie basis for 
the $0.60 per thousand gross-ton payment rates nor the costs intended to be 
recovered by the Corporation from such rates are specified in the bill. Possibly 
the Corporation should be allowed some administrative discretion in establishing 
track and facilities usage rates consistent with economic and operating conditions 
and costs. Consequently your Committee may wish to consider substituting for 
the fixed rates specified in the bill descriptions of the purposes of the freight and 
passenger charges and authorizing the Corporation to establish and revise rates as 
warranted by economic and operating conditions and costs, sutjject to such 
controls as the Committee may consider ap]3ropriate. 

The first sentence of subsection 203(f) of H.R. 4897 provides that "Each 
director shall receive compensation at a rate of $300 for each meeting of the board 
that he or she attends." We suggest that the words "who is not a full time employee 
of the Federal Government" be inserted after the word "director", because the 
bill contains no restriction against appointing Federal employees as directors of 
the board, and there would be no need to pay compensation to such appointees 
for attending board meetings. 

The first four words of section 301 of H.R. 4897 are "There is hereby appro- 
priated * * *" While we believe that this language is intended to merely authorize 
an appropriation to be made by the Congress at a later date, it might be contended 
that this language would constitute an appropriation so that no further action by 
the Congress would be required. To remove any doubt in the matter, we suggest 
that the words "There is hereby authorized to be appropriated * * *" be sub- 
stituted for that language. 

Subsection 302(a) of H.R. 4897 states that compen-^ation for rail lines acquired 
by the Northeast Rail Lino Corporation shall be the net liquidation value of the 
property conveyed. Net liquidation value is not defined in the bill, and we are 
unaware of a more than general meaning associated with the term. Because of the 
practical importance that this term would assume in the operation of some of the 
provisions of H.R. 4897, your Committee may wish to consider including a 
definition of the term in section 101, in the manner that a definition of avoidable 
loss was included in section 102 of the Rail Passenger Service Act of 1970, ap- 
proved October 30, 1970, Pubic Law 91-518, 84 Stat. 1328. 

Attached for your consideration arc references to some technical changes in the 
biU. 

Sincerely yours. 
PAUL G. DEMBLINO, 

(For the Comptroller General of the United States). 
Enclosure. 
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ATTACHMENT 

In line 6, page 3, the word "terminal" should be substituted for the word 
"technical." 

In line 23, page 3, the word "Nonprofit" should be substituted for the words 
"Not-For-ProfiL" 

In line 15, page 7, and line 12, page 8, the word "Non" should be substituted for 
the words "Not-For," and the first word in line 16, page 7, and line 13, page 8, 
should not be capitalized, since it is part of the word "Nonprofit." 

In line 7, page 17, the "(a)" should be a "(b)." 
In line 13, page 22, the word "after" i.s misspelled. 
In line 9, page 31, the figure $50,000,000 should l>e substituted for the figure 

$5,000,000, if it is intended H.R. 4897 should agree with a similar provision in the 
companion bill, S. 1031. 

In line 17, page 31, the words "Federal Railroad" should be substituted for the 
word "Rail." 

In line 4, page 32, the words "sections 402 and 403" should be substituted for 
the words "section .502." 

In line 11, page 34, the "(a)" should be a "(b)." 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., May 29, 1973. 

Hon. HARLEY O. STAGGERS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DEAR MR. CHAIRMAN. This is in reply to your letter of February 5, 1973, 
asking for our comments on H. J. Res. 50, which would insure the continuation 
of transportation services through a federally owned corporation that are now 
performed by the Penn Central Transportation Companj' regardless of the 
outcome of the reorganization proceedings in which Penn Central is currently 
involved. 

The factors involved in the drafting of H. J. Res. 50, which was introduced 
January 3, 1973, have been highlighted in the act of February 9, 1973, Pub. L. 
93-5 (S. J. Res. 59), 87 Stat. 5, dealing with Penn Central's labor dispute, and 
n the reports of the Interstate Commerce Commission and Department of 
Transportation, entitled "Noitheastem Railroad Investigation" and "North- 
eastern Railroad Problem," respectively. 

Under section 2 of Pub. L. 93-5, the Secretary of Transportation was directed 
to submit a report to the Congress which "provides a full and comprehensive plan 
for the preservation of essential rail transportation services in the Northeast 
section of the Nation;" the Interstate Commerce Commission also decided to 
submit a report on the subject at the same time. 

These both indicate that essential Northeast rail services can only be success- 
fully and economically maintained if the Northeast rail s)'Stem is considered as a 
whole rather than on a carrier-by-carrier basis. H. J. Res. 50 is only concerned 
with maintaining the property and services of Penn Central that are useful in 
railroad transportation. 

The corporation created in section 3 of the resolution, designated the Northeast 
Transportation Authority, is not made subject to the Government Corporation 
Control Act, as amended, 31 U.S.C. 841 el seq., which provides for financial 
control of Government corporations through the preparation of annual business- 
type budgets, the consideration of budget programs by the Congress, and the 
audit of the operations of the corporations by the General Accounting Office. We 
think that the public interest is best served when Congressional control over 
Federal activities is exercised through annual reviews of planned programs. We 
therefore recommend that H.J. Res. 50 to be amended to subject the Northeast 
Transportation Authority to the Government Corporation Control Act. 

The Government Corporation Control Act requires an annual audit by our 
Office. Section 9 of H.J. Res. 50 also provides for audit by our Office and an 
annual report thereon to the Congress. Requirements for annual audits are not 
entirely compatible with the flexibility we need in order to meet the heavy demand 
made on our professional resources by the increasing numlier and complexity of 
Congressional requests and the audit functions vested in the Comptroller General 
by recent legislation. If the joint resolution is to make the Northeast Transporta- 
tion Authority subject to the Govememnt Corporation Control Act, we suggest- 
thia additional provision: 
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"Notwithstanding the requirements for annual audits and annual reports to the 
Congress there on in sections 105 and 106 of the Government Corporation Control 
Act (31 U.S.C. 850, 851) the financial transactions of the Northeast Transporta- 
tion Authoritj- shall be audited by the General Accounting Office at least once in 
every three years, and reports of the results of each such audit made to the 
Congress within six and one-half months following the end of the fiscal year 
covered by the audit." 

If the Northeast Transportation Authority is not to be made subject to the 
Government Corporation Control Act, we recommend deletion of the clause 
beginning with the w^ord "but" on line 12 and ending with the work "year" on 
line 15, page 8, H.J. Res. 50, and substitution of the following: 

" * * * but the accounts and operations of the Northeast Transportation Au- 
thority for any period during which Government capital has been invested therein, 
or Federal funds are available to finance any portion of its operations, shall be 
subject to audit by the Comptroller General at such time and to such extent as 
he shall determine. The representatives of the General Accounting Office, shall 
have access to all books, accounts, records, reports, files, and all other papers, 
things, or property belonging to or in use by the corporation and necessary to 
facilitate the audit, and they shall be afforded full facilities for auditing the ac- 
counts and operations, and in verifying transactions with the balances or securi- 
ties held by depositaries, fiscal agents, and custodians. A report of any such audit 
may be made by the Comptroller General to the Congress when he deems it 
necessary to keep Congress informed of the operations and financial condition of 
thfc corporation, together with such recommendations with respect thereto as the 
Comptroller General may deem advisable." 

You may wish to consider inserting the above language as a separate sentence 
to begin with the word "But," or to divide the section into subsection (a) and 
subsection (b), the latter subsection to embody the audit and access to records 
requirements. 

Section 3 of H.J. Res. 50 provides that the four of the Board of Directors of 
the Northeast Transportation Authority appointed by the President "shall be 
compensated in such manner and in such amount as the President shall deter- 
mine." Your committee may wish to specify at least the maximum level or amount 
of compensation to be paid to the four appointed members of the Board. 

We have no recommendations to make concerning the objectives of H.J. Res. 
50. 

Sincerely yours, 
PAUL G. DEMBLING 

(For the Comptroller General of the United States). 

CHAIRMAN OP THE BOARD OF GOVERNORS, 
FEDERAL RESERVE SYSTEM, 
Washington, D.C., June SI, 1973. 

Hon. HARLEY O. STAGGERS, 
Chairman, 
Commillee on Interstate and Foreign Commerce, 
House of Representatives, 
Washington, B.C. 

DEAR MR. CHAIRMAN: I am writing in response to your request for the Board's 
views on H.R. 5385, a bill entitled "The Surface Transportation Act of 1973." 

In commenting on similar legislation last year (H.R. 12209), the Board made two 
comments which we want to reiterate. 

First, the Board lacks the expert knowledge necessary to evaluate the merits of 
specific provisions in the bill, since the subject of regulating and assisting surface 
transportation companies is outside the Board's province. 

Second, the Board continues to oppose the provision in Title I naming the Chair- 
man of the Board of Governors as a member of the Loan Policy Board which would 
be established as pait of the new Revenue Financing Division within the Depart- 
ment of Transportation. The Loan Policy Board would be a continuing body 
responsible for policies involved in the granting or denial of applications for 
financial a.ssistance from surface transportation companies, a function not directly 
related to the conduct of monetary policy or the regulation and supervision of 
banking. 
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With regard to the program of loan guarantees set up in Title I, the Board is 
aware of reservations concerning these provisions held by the Secretary of Trans- 
portation. Since these provisions could have a substantial budgetar.v impact if 
borrowers were to encounter adverse circumstances, we believe the views of the 
Secretary, and of the Office of Management and Budget, should be carefully 
considered by cur Committee. 

I appreciate the opportunity you have extended the Board to comment on this 
legislation, and I hope these comments will prove helpful to you and the other 
members of your Committee in considering this complex matter. 

Sincerely yours, 
ABTHUB F. BURNS, 

Chairman. 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF EMEKGENCV PREPAREDNESS, 

Washington, D.C., May 6, 1973. 
Hon. HARLET O. STAGGERS, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. House of Representatives, li ashington, D.C. 

DEAR MR. CHAIRMAN: This is in reply to your request for comments of this 
Agency concerning two bills, H.R. 4897, 93d Congress, cited as the "Essential 
Rail Services Act of 1973," and H.R. 5385, 93d Congress, cited as the "Surface 
Transportation Act of 1973." 

The Office of Emergency Preparedness recognizes the importance of appropriate 
measures to insure the maintenance and improvement of the Nation's rail trans- 
portation system. As to the merits of the subject legislation, however, we defer to 
the Department of Transportation in light of its developed expertise concerning 
thLs complex problem. 

The Office of Management and Budget advises that it has no objection to the 
submission of this report from the standpoint of the Administration's program. 

Sincerely, 
DARRELL M. TRENT, 

Acting Director. 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF MANAGEMENT AND BUDGET, 

Washington, D.C, Apr. £7, 1973. 
Hon. HARLEY O. STAGGERS, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. House of Representatives, Washington, D.C. 

DEAR MR. CHAIRMAN. This is in reply to your letter of April 9, 1973, requesting 
the views of the Office of Management and Budget on H.R. 6591, a bill cited as 
the "Federal-Aid Railroad Act of 1973." 

On April 17, 1973, the Secretary of Transportation, Claude S. Brinegar, testified 
before the Subcommittee on Transportation and Aeronautics of your Committee 
and discussed several serious problems with H.R. 6591. For the reasons given by 
the Secretary in his statement, the Office of Management and Budget recommends 
against the enactment of H.R. 6591. 

Sincerely, 
WILFRED H. ROMMEL, 

Assistant Director for Legislative Reference. 

Mr. JARMAN. Thk morning we are pleased to have the Honorable 
George Stafford, Chairman of the Interstate Commerce Commission. 
We are honored to have our friend before us todaj', and as always, 
we are sure that his testimony will be most helpful in our considerations. 

Because of the time element involved, it has been a practice of the 
committee to allow witnesses to .submit a formal written text for the 
record, and to summarize briefly those remarks for the members, in 
order to allow sufficient time for questions and answers. 

Mr. Stafford, would you identify the associates at the table with you, 
for the record, and then proceed with your testimony. 

-474 O - 13 - pt.   1-12 
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STATEMENT OF HON. GEORGE M. STAFFORD, CHAIRMAN, INTER- 
STATE COMMERCE COMMISSION; ACCOMPANIED BY ROBERT J. 
BROOKS, ASSOCIATE DIRECTOR, OFFICE OF PROCEEDINGS; 
GEORGE M. CHANDLER, STAFF DIRECTOR, NORTHEASTERN RAIL- 
ROAD PROJECT; AND JOHN A. GRADY, DIRECTOR, BUREAU OF 
ACCOUNTS 

Mr. STAFFORD. Thank you, Mr. Chairman. 
I have with me here at the head table George M. Chandler, formerly 

of my staff, but now at my request heading up the investigation of the 
Northeast railroad situation, and to my left. Bob Brooks, Associate 
Director of the Office of Proceedings. I had asked Bob here about a 
year and a half, 2 j-ears ago to start our early work on the Northeast 
railroad problem, and so they are both here with me. Then I have other 
staff with us who will fill in as need be. 

Commissioner Chester M. Wiggin, of New Hampshire, whom I had 
asked to serve as the administrative head of this investigation is unable 
to be with us today because of illness in the family. I am sure that 
Mr. Chandler and Mr. Brooks and the rest of them will be able to 
answer any of the technical questions which j'ou may have concerning 
the Commission's recommendations. 

We are here today to discu.ss several bills which are before the 
Congress, each dealing with the railroad problem in one way or another. 
Among the proposals before the subcommittee is one submitted by the 
Interstate Commerce Commission, H.R. 6591. I shall devote most of 
my formal testimony today to an explanation of that proposal. 

If I can convey just one thought to you today, it is that we must 
recognize clearly the dismal financial state of rail transportation in the 
Northeast quaiirant of the United States. Without exaggeration, the 
situation has reached crisis proportions, and in my view, and that of 
the Commission, only significant, perhaps even drastic, Federal 
Government action will solve this problem. 

In the 2}^ years .since the Penn Central bankruptcy, the Commission 
and members of its staff have discussed the eastern railroad situation 
with many interested individuals. Those include persons involved in 
the management of the railroads all over the countrj-; users of trans- 
portation services; and State and local government officials who are 
directly concerned with maintenance of needed rail service to the 
points and communities which they represent. 

Almost everj'one concerned with the problem agrees that only a 
major Government involvement can produce an acceptable solution 
and preserve and restore the kind of rail transportation service which 
the country needs. 

I would like to stress also that this is not just a northeastern problem. 
The railroads of necessity work together as a single sj-stem, therefore, 
the problem is not confined to the Northeast, ^lost rail traffic moves 
over more than one line. Consequently, if even a single railroad is 
unable to carry its share—that is, is not operated well enough to form 
an effective link in that system—the whole system suffers. As a result, 
all users of transportation service throughout the United States bear 
the consequences. 
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As a result of the prompt action taken by the Congress in dealing 
with the work stoppage of the Penn Central Railroad in February, 
Senate Joint Resolution 59 was passed. That resolution directed the 
Secretary of Transportation to issue withm 45 days a plan for preserv- 
ing and maintaining essential rail services in the Northeast. 

Although not directed by the joint resolution, we decided that we, 
too, should submit a recommendation. We did this not in any com- 
Eetitive spirit, but rather because we felt that the Congress should 

ave before it alternative proposals, and because we thought that we 
could make a positive contribution. It was, in fact, something that 
we had been working on for some time. The plans submitted by us, 
the Secretary of Transportation, and a number of other individuals 
and groups have received widespread publicit}^ in the press, and I 
assume you are generally familiar with them. 

H.R. 4897, H.R. 5822, AND HOUSE JOINT RESOLUTION 50 

In our March 26 report to the Congress on the Northeast rail 
situation, we adopted a position that rail nationalization is not the 
solution. I wish to reassert that position before this subcommittee 
today. 

Many of the proposals contained in House Joint Resolution 50 
would tend to nationalize the Penn Central and for that reason we can- 
not support that approach. Furthermore, by limiting itvS application to 
Penn Central, the resolution ignores the fact that a substantial amount 
of service in the Northeast is performed by other bankrupt railroads. 
We believe that failure to consider those carriers must of necessity 
prove counterproductive to long-term goals.' 

Evidence indicates that government operation of railroads in other 
countries has failed to produce better service at lower rates, to provide 
efficient use of facilities, or to increase productivity of employees. The 
data shown in attachment A [see p. 175] buttresses these conclusions. 

Finally, in regard to House Joint Resolution 50, purchase of the 
entire Penn Central properties, at market value, could run as high as 
$14 billion.* Although some of the assets are not transportation related, 
such a figure does not even begin to take into consideration that addi- 
tional funds would be required to rehabilitate the system. Moreover, 
the Penn Central's operating loss, which totaled almost $200 million 
in 1972, will probably not be reduced under the direction of a govern- 
ment corporation. To the contrary, experience would seem to indicate 
that, with the elimination of private initiative, losses would increase. 
An example in point is the Long Island Railroad which lost $2 million 
in 1965, its last full year of operation by the Penn Central, and in 1971 
under State operation, lost $60 million. 

' See table below: 

Miles of 
railroad 

Total 
revenues 

(nUUIons) Employees 
Ton-miles 
(mlUlons) 

Penn Central               19.864 1,825 
M 

82,400 
26.200 

83.200 
other roads                    7,168 23.000 

I TUs flgnre has been quoted In the past by Penn Central officials as being the value of tbelr assets. 



172 

The Commission feels that even temporary government ownership 
will in the long run prove too costly. Some of the statements made 
above dealing with House Joint Resolution 50 apply to H.R. 4897 and 
H.R. 5822. The Commission is of the view that no new corporation 
should be created and that the railroads should remain under private 
ownership. For these reasons, we do not favor enactment of these two 
bills. AdaitionaHy, we seriously doubt that $1 billion is an adequate 
amount to finance the purchase of all the rail lines subject to acquisi- 
tion under such legislation. 

H.R.   6591 

It is the Commission's conviction that nothing short of a substantial 
restructuring and reconstruction of the basic railroad system in the 
Northeast wall be adequate to restore that system to its rightful com- 
petitive position so that it will once again be able to attract traffic and 
provide efficient and satisfactory service. To carry out that restruc- 
turing we see no alternative to a substantial level of Federal Govern- 
ment involvement to provide the necessary guidance to bring an over- 
built and antiquated system into a national posture. In order to pro- 
vide the necessary reconstruction, we see no alternative to the infusion 
of substantial new capital. To the best of our knowledge, this capital 
will not be available from private sources. The Commission's plan, 
therefore, proposes a government program of significant dimensions 
to provide the funding to rebuild the railroad system in the Northeast. 

The draft bill whicn we have presented to the Congress for its con- 
sideration and introduced as H.R. 6591 is divided into four separate 
titles. For the convenience of the subcommittee, I hand you a section- 
by-section analysis of the draft bill which accompanied our March 26 
report. Title I contains a statement of congressional purpose and a 
series of definitions of terms used in other portions of the bill. The 
other three titles lay out the three-part plan which the Commission 
has advanced to deal with various aspects of the railroad problem. 

We have proposed a long-term capital grant program under which 
Federal funds would be used to rebuild, modernize, and reconstruct 
the most important main lines and the yards and terminals which 
are an integral part of long-haul rail transportation. 

Another program deals with unproductive low-density railroad 
lines. These lines are not of sufficient significance to be included in 
the main-line system and thus are ineligible for upgrading through 
Federal funding. They are nevertheless essential to the communities 
which they serve and to the indi\ddual businesses which rely upon 
them for railroad transportation. That part of our program, found in 
title rV of our bill, includes a temporary matching grant operating 
subsidy program to be jointly funded by State and Federal agencies 
and a significant change in the Commission's procedures for dealing 
with railroad abandonment applications. 

Finally, the Commission has proposed an interim program to deal 
with the emergency situation with which we are faced today in the 
Northeast. With many railroads in bankruptcy and in danger of 
being shut down, provision must be made tor the continuation of 
essential service. The other programs, the long-line capital grant 
program and the branch-line operating subsidy program, cannot be 
put into action soon enough for their results to be of any material 
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assistance to a carrier in bankruptcy and running short of the cash 
needed to continue operations. As an interim solution, a temporary 
operating subsidy program is proposed to keep needed services 
operating long enough to get the railroads involved out of reorganiza- 
tion and to give the longer range programs time to demonstrate their 
effect. 

Another feature of the Commission's plan which has received 
widespread comment—and I must say most of it quite favorable—is 
the suggested 1-percent tax on all for-hire domestic surface freight 
transportation. This excise tax, modeled on the World War II trans- 
portation tax and also similar to the current 8-percent tax on air 
passenger fares and freight charges, is designed to recover for the 
treasury approximately the same amount of money as would be 
expended for the long-range capital grant program proposed by the 
Commission. We estimate that such a tax would recover about $500 
million annually. 

In the Commissfon's view, improved rail service will benefit all 
users of transportation, regardless of the mode of original shipment 
and regardless of their location. We think it reasonable, then, to 
impose a modest tax on the transportation charges which users pay 
in order to fund the long-range facilities improvement program for 
the railroads. We anticipate criticisms of this approach, particularly 
from users of other modes of transportation and from carriers other 
than railroads. However, we believe it would have been irresponsible 
to propose a program involving major Federal expenditures without 
suggesting some way in which those funds could be recouped. 

Now, I will discuss some of the principal features oi the Com- 
mission's proposal. I will start with title II which sets forth the interim 
and emergency program. 

A railroad in bankruptcy, under this proposal, would be permitted 
to tender to the Federal Government its transportation properties 
for lease. At the same time, the Government would execute an 
operating agreement with the railroad and a^ree to pay it a sum 
equal, in very rough terms, to the losses which it would suffer through 
the course of operation. This procedure insures that the railroad 
will continue operating, while, at the same time, it guards against 
a continuing draining of its assets which would impair the constitU'- 
tional rights of its creditors. We have termed this arrangement a 
lease and operating agreement. It really is very similar to the operat- 
ing differential subsidy program now available to the U.S. merchant 
marine industry, with which I am sure you are all generally familiar. 

In return for the subsidy payment from the Federal Government, 
the railroad would have to agree to accept a substantial degree of 
Federal control. The Commission would be empowered to place 
agents on the premises of the railroad and to monitor its expenditures, 
its accounting practices, and even its operating practices. 

During the period when the lease and operating agreement are 
in effect, the Commission would have rather sweeping powers to 
direct the restructuring of rail service in the entire area served b^ the 
bankrupt railroad taking advantage of the program. The Commission 
could direct that unnecessary operations be abandoned by use of 
expedited procedures; it could require one railroad to operate in 
emergency situations over the lines of another; it could require the 
lease of properties on fair and reasonable terms between and among 
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railroads; and after hearings and opportunity for parties to make 
their positions known, it could require the sale oi rail properties 
and allow their acquisition by others. It is assumed that through 
these actions the operations of the bankrupt carrier would be stream- 
lined and the operating losses significantly reduced if not eliminated 
in a relatively short time. The ultimate aim is for the railroad to 
emeige from reorganization. What the Commission has proposed 
is a program by which it would move in and attempt to develop 
with the railroads and the bankruptcy courts a series of reorgani- 
zation plans for the several railroads now subject to the Bankruptcy 
Act which would permit all of them to emerge from the reorganiza- 
tion in a relatively short time. 

Title III provides a long-range capital improvement program. 
It establishes a selection procedure under whicn the principal lines 
and facilities to be upgraded would be identified. The bill does not 
attempt to list specific standards for selection, but instead sets forth 
a procedure to be followed in making that selection. 

The first step would be the fiUng of an application by the railroads 
asking that particular facilities be included in the new Federal-aid 
railroad system. The value of this approach is that the railroads 
have intimate knowledge of the quality of their facilities, their traffic 
patterns, and the potential need for their own facilities. Using that 
information, as well as any other data which the Commission had 
developed itself, obtained from other sources, or obtained from actual 
examination of the tracks and yards themselves, the Commission 
would publish a tentative diagram of the basic system. 

Next, all interested persons would have an opportunity to comment 
on these recommendations. The Secretary of Transportation would 
be required to comment, and as part of his recommendations he would 
be specificall)'^ charged with identifjong any high-density corridors 
in which it would appear that high-speed passenger transportation 
would be in the public interest. 

Upon consideration of the comments of all persons, and following 
public hearings, if considered necessary by the Commission, the Com- 
mission would publish its final determination of the basic system. 
This final designation would become effective upon its submission to 
the Congress and would not be reviewable in any court. 

Title III establishes a federally funded capital grant program for 
the rehabilitation of those facilities selected for inclusion on the 
Federal-aid railroad system. The railroad owning the facility would 
submit to the Commission its plans for needed construction work. 
Upon their approval, the railroad would follow up by submitting 
detailed project designs, specifications, and cost estimat«s. Finally, 
these would be approved by the Commission, and a construction 
contract executed under which the railroad would perform the work, 
using rail labor. Upon completion, and acceptance of the work as 
satisfactory' by the Commission, the railroad would be reimbursed 
from Federal funds as provided for in the contract. This three-step 
project planning and contracting procedure is similar to that provided 
under the Federal-Aid Highway Act. 

The final section of title III establishes the 1-percent transporta- 
tion tax which I have already mentioned. 

The Commission's proposal for dealing with low-density rail lines 
and providing expedited abandonment procedures is contained in 
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title IV of our bill. The approach which we recommend combines 
three principal features: First, railroads would be required to give 
ample notice—18 months—that they may be proposing a line aban- 
donment. Second, expedited procedures are pro\'ided under which the 
Commission would have to act on an abandonment application within 
8 months and would have to allow abandonment of a line not meeting 
the costs of its operation. Third, we propose a matching fund grant 
program under which the Federal Government would reimburse the 
States for a period not to exceed 3 years, for 70 percent of the amount 
of any operating subsidy paid by the States to maintain needed rail 
services the operation of which does not cover costs. 

That concludes the presentation of our statement and we are 
ready to answer any questions that you may have at this time. 

Thank you. 
[Attachment A, referred to, follows:] 

AnACHMENT A 

CLASS I  RAILROADS IN THE UNITED STATES OUTPERFORM ALL MAJOR GOVERNMENT CONTROLLED ROADS 

Shipper Labor cost as 
Profit or      freight cost a percent of 
(loss)i     per ton-mile Employees          operating 

(millions)            (cents) per mile            revenue 

U.S. class I railroads  ^69 
Canadian Pacific _  21 
Canadian National  (116) 
British Railways  (354) 
French National Railways  (901) 
German Federal Railways  (704) 
Italian Slate Railways  (578) 
Netherland Railways  (41) 
Japanese National Railways  (376) 

> All hgures are based on 1963 operations. 

Source: "The Free World Railroads," H. G. Becker, Handling & Shipper, August 1971. 

Mr. JARMAN. Thank you very much, Mr. Chairman. 
I have one or two questions to ask at this time with reference to 

the interim program which deals with the immediate emergency 
situation in the Northeast. 

What would be the procedure for a railroad in bankruptcy under 
this proposal as to participating in this transaction with the Federal 
Government? Would this be on a voluntary basis, or what would be 
the motivating features of it? 

Mr. CHANDLER. Mr. Chairman, the participation by the railroad 
in reorganization under the Commission's proposal would be volun- 
tary. It would make apphcation to the Commission for participation 
in this program. The assumption is that the benefits would be sufficient 
to lure the carrier into making this arrangement, but in view of the 
fact that one or two of the railroads in reorganization are certainly 
not in desperate financial condition, and are able to meet their 
costs of operation, it was thought that it should not be a compulsory 
program. 

Mr. JARMAN. Wlien the railroads emerged from the reorganization 
would there be any pro\asion for the Government recovering any 
of its payments for losses that had been suffered during the course 
of the operation? 

1.31 2.8 53.7 
1.28 3.6 58.1 
1.32 3.5 65.1 
3.34 25.5 79.6 
2.83 13.5 86.4 
2.88 21.6 85.9 
2.40 18.7 111. 0 
2.07 13.3 62.8 
1.66 36.0 47.2 
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Mr. CHANDLER. Yes. The plan that, at the time the lease and op- 
erating agreement comes to an end, either because the railroad can 
be reoi^anized or because the 3-year statutory limit for that plan 
has expired, the railroad would then issue to the United States a 
security, which we have termed a subordinated debenture. The amount 
of that security would be the sum actually paid by the Government 
to the carrier. The security would run for a period of 20 years and be 
subordinated to other outstanding debt. It would be in effect a soft 
loan, the kind of thing you find under the World Bank program. 
For the first 5 years interest would be paid only at 3 percent, and 
after that it would increase to 6 percent. This would be a security, 
I think I have said, for a 20-year period, and we would hope that 
out of the reorganization procedure would come a healthy railroad 
which would ultimat«ly be able to repay that money to the Federal 
Government. 

Incidentally, while the lease and operating agreement were in 
effect no interest would be paid whatever. Interest would not start 
until that lease was terminated. 

Mr. JAHMAN. Have you made any rough estimate as to what you 
can foresee to be the cost to the Government on this interim plan? 
I know that is a difficult answer to pinpoint, but have you any rough 
ideas that you can give to the committee? 

Mr. CHANDLER. Well, we think that if the decision were that all 
of the service now being provided by the bankrupt railroads in the 
Northeast were to be continued at the same level as it is now, and no 
economies instituted, the costs could run as high as $175 million a 
year. 

Mr. JARMAN. $175 million? 
Mr. CHANDLER. Yes. Now our assumption is that as soon as this 

program began the Commission would have the authority to move 
m and direct that changes be made in the operation. We think there 
are many areas in which reorganization of the railroads has been 
held up because there are several railroads in bankruptcy. They are 
not working together. There are duplicate lines which can be elimi- 
nated without imparing service to individuals or cities and counties 
and States. 

We think that we could begin quite promptly to reduce the losses. 
If we cannot do that, why the program has failed, but hopefully that 
sum would begin to decrease quite rapidly. 

Mr. JARMAN. I can understand that you have to give a general 
response to my question. 

Let's assume the legislation is passed on that recommendation. 
How soon would the Government be able to move, and to what 
degree could losses be cut, or at least what do you think would be a 
reasonable objective for the Government? 

Mr. CHANDLER. I don't know if I can answer that, Mr. Chairman. 
I think that it is always a good idea to have an objective and  

Mr. JARMAN. And get as much out of it as you can. 
Mr. CHANDLER. And perhaps say that within 60 days the Commis- 

sion should begin to come forward with some interim restructuring 
plans which should begin right then to reduce costs. I think that it 
would be pretty difficult to say that within 1 year, for instance, we 
should be able to cut the loss in half or something like that. I think 
we might strive for that, and hope to accomplish it, but I think there 
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are other ways in which you might cut this loss. We have estimated 
that $175 million figure, which is pretty high. We have estimated 
that on the basis of the minimum amount that appears necessary to 
stop the drain on the assets which would impair the rights of the 
creditors. It does not include the taking of full depreciation, for 
example, but it does include the taking of some depreciation. After 
all, there is actual physical deterioration of the property which does 
have an effect on the creditors' rights. It would include all actual 
cash loss. It would include the payment of equipment trust obliga- 
tions. The railroad cannot operate without equipment and those 
items of the fixed charges have to be met. 

As the railroad became healthier, hopefully, the overall operating 
experience of the carrier would be such that the drain could be 
reduced simply because service could be improved and traffic increased. 
To put a figure on it would be pretty difficult. 

Mr. Brooks might be able to add to that. 
Mr. BROOKS. Mr. Chairman, we are speaking in terms of a 3-year 

ease period in which we would expect the major portion of the pro- 
gram to be well underway. 

Mr. JARMAN. Let me ask, how many railroads are we talking about? 
Mr. BROOKS. Six major railroads in the Northeast are in reor- 

ganization. There are two major railroads in that section doing very 
well. They are generally the ones where the emphasis will be in the 
Northeast program. 

Mr. JARMAN. I am sorry. Which, the two or the six? 
Mr. BROOKS. The eight could be involved. The effort is to rescue 

the essential services of the six which are not now able to pull it off 
themselves. 

Mr. SKUBITZ. Mr. Chairman. 
Mr. JARMAN. Mr. Skubitz. 
Mr. SKUBITZ. Would it not be useful to have the names of the 

railroads placed in the record at this point? 
Mr. JARMAN. Yes. 
Would you indicate what these eight railroads are? There are six 

that are in reorganization. 
Mr. BROOKS. The six major roads in reorganization are the Bos- 

ton & Maine, Penn Central, Erie-Lackawanna, Lehigh Valley, Read- 
ing, and Central of New Jersey. 

Mr. JARMAN. And the other two railroads to which you referred  
Mr. BROOKS. The Norfolk & Western and the C. & O.—B. & O. 
Mr. JARMAN. Have you any further comments at this time, 

Mr. Chairman? 
Mr. STAFFORD. NO, sir. 
Mr. JARMAN. Mr. Skubitz. 
Mr. SKUBITZ. Mr. Chairman, it is good to have you with us this 

morning. I am personally pleased to see j'ou. 
Mr. Chairman, j'our plan, I assume, is to offer assistance to all 

bankrupt railroads as they become bankrupt? 
Mr. STAFFORD. We hope we have all of them ri^ht now. 
Mr. SKUBITZ. The preceding witness has just listed the bankrupt 

railroads—Penn Central, Reading, Boston & Maine. What about 
Cadillac & Lake City Railroad? 

Mr. BROOKS. Yes, there are several other smaller roads in reor- 
ganization. That is one of them. 

Mr. SKUBITZ. New Hope & Ivyland  Railroad, is  that another? 
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Mr. BROOKS. That is one of them. We also have the Lehigh & 
Hudson River. 

Mr. SKUBITZ. Mr. Chairman, I would like to place in the record 
at this point the names of the 10 largest stockholders in each of these 
railroads. I ask unanimous consent to do so. 

Mr. JAHMAN. Without objection. 
Mr. SKUBITZ. I am intrigued, Mr. Chairman  
Mr. SHOUP. Would the gentleman yield? 
Mr. SKUBITZ. Yes. 
Mr. SHOUP. This intrigues me. I have no objection. I am wondering 

if there is some connection there, Mr. Skubitz, that we should know 
about here at the hearing? 

Mr. SKUBITZ. Yes. I noticed a major stockholder in the Reading 
is the Baltimore & Ohio, the Chesapeake & Ohio, Merrill Lynch and 
a number of others. I am wondering if we don't do something, what 
the affect on these stockholder railroads is going to be. I notice also 
that some of the major banks of the country, those that pushed for 
raising the interest rate levels, are also major stockholders in these 
railroads. I believe the facts should be spread upon the record at 
this moment. 

Mr. SHOUP. I have no objection. 
[The information referred to follows:] 

READING CO., 10 LARGEST STOCKHOLDERS, DEC. 31, 1971 

Name Address 

Number of 
votini 
shares 

owned < 

Percent of 
total 

outstanding 
voting 
sliares 

Baltimore S Ohio RR. Co  Baltimore, Md.. 
Chesapealie & Ohio Ry. Co Cleveland, Ohio. 
Merrill Lynch, Pierce, Inc  New York, N.Y.. 
Filor, Bollard SSmyth do  
Havenheld Corp.   do  
H. Heniz & Company, Inc do  
Sunshine Mining Co   Kellogg, Idaho... 
E. Lowitz & Co  New York, N.Y.. 
Dunigan & Co.. do  
OuPont Glore Forgan, Inc do  
Balance owned by 8,858 shareholders  

Total shares outstanding. 

1,071,065 38.3 
200,000 
101,443 
72,730 
53.109 
44,961 
44,500 
44.225 
29,500 
28,965 

1,108,519 39.6 

2,799,017 100.0 

• Includes 1,399,235 shares of 1st and 2d preferred stock which have voting rights. 

BOSTON AND MAINE CORP., 10 URGEST STOCKHOLDERS, DEC. 31, 1971 

Name Address 

Number of 
voting 
shares 

owned > 

Percent of 
totil 

outstanding 
voting 
shares 

Bomaine Corp.*  Los Angeles, Calif. 
Merrill Lynch, Pierce, Fenner & Smith  New York, N.Y  
A. A. Welsh &Co _  Cleveland, Ohkj... 
Kohlmeyer 4 Co  New Orleans, La.. 
Harris Upham S Co., Inc  New York, N.Y  
American & Co   do  
International Railway Equipment Corp  Boston, Mass  
Heine & Co  New York, N.Y.... 
W. E. Hutton &Co do  
Otto Wilts Oakland, Calif  
Balance owned by 1,287 shareholders  

925,820 95.9 
5,003 
2,200 
1,425 
1,300 
1,200 
1,000 

972 no 
769 

25.092 2.S 

Total shares outstanding. 965,581 100.0 

• Includes 87,918 shares of 5 percent preferred stock, which have voting ririits. 
> Information regarding ownership of Bomaine Corp. is not required to be filed with the Commission. 
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CADILLAC AND UKE CITY RY. CO., 10 LARGEST STOCKHOLDERS. DEC. 31. 1971 

Nimt Address 

J. C. Booinno  19 Welsh Rd., Essex 
Fells, NJ. 

Ooneld T. Houjhtby  
Clifford F. Lenten   
James W. Nail    
H. Howard Noble..  
William H. and Mary R. Bilk  
Carlton Jofinson  
Charles A. Rogers, Sr  
E. Carriniton and Helen J. Eddy  
Cfiarles F. Jr. and Jeannette M, Woodbury  , 
Balance owned by various shareholders  

Total shares outstanding  

Percent of 
Number of total 

voting outstanding 
shares voting 
owned shares 

1,505 31.4 

750 15.6 
206 4.3 
200 4.2 
19S 4.1 
12S 2.6 
12S 2.6 
79 1.S 
70 I.S 
50 1.0 

1,494 31.1 

4,800 100.0 

NEW HOPE AND IVTLAND RAILROAD STOCKHOLDERS AT DECEMBER 31, 1971 

As of May 31, 1972, New Hope and Ivyland had 08,074 shares of common stock, 
$5.00 par value, outstanding and .i8,750 shares of preferred stock, no par value. 

No other information is available. 

LEHIGH AND HUDSON RY. CO., 10 LARGEST STOCKHOLDERS, DEC. 31,1971 

Name Address 

Percent 
Number of total 

voting shares outstanding 
owned voting shares 

10,383 22.1 
9,641 20,5 
7,869 16.7 
6.766 14.4 
6,302 13,4 
5.719 12.2 

57 . 1 
33 .1 
27 .1 
27 .1 

146 .3 

, N.Y.. Lehigh Valley RR  New York, 
Ist rfational Bank of New York City do>  
Manufacturers Hanover Trust Co do>  
Pennsylvania RR. Co  Philadelphia, Pa. 
Reading Co do  
1st National Bank of New York City  New York, N.Y.'.. 
Jas. H. Oliphant & Co do  
Charles H. Coster do  
William C. WIeters  Bethlehem, Pa... 
John J. Beattie, III  Warwick, N.Y.... 
Balance owned by 34 stockholders  

Total shares outstanding. 46,970 100.0 

• Trustee under Erie RR. Co. 1st consolidated mortgage. 
> Trustee under The Central RR. Co. of New Jersey general mortgage dated July 1,1887. 
> Trustee under Erie Lackawanna RR. collateral trust indenture. 

CENTRAL RR. CO, OF NEW JERSEY, 10 LARGEST STOCKHOLDERS, DEC, 31,1971 

NlRI* Address 

Number at 
voting shares 

owned 

Percent 
total 

outstanding 
voting shares 

Reading Co  Philadelphia, Pa.. 
Tucker, Anthlyn & R. L. Day  New York, N Y... 
Bruns Nordeman & Co  , do  
Scheinman, Hochstin & Trotta, Inc do  
Fee Jospe  Hallandale, Fla... 
Benjamin Rosenbloom  Baltimore, Md... 
Sheldon & Co Cleveland. Ohio.. 
C. A. England & Co  New York, N.Y... 
McRab & Co Sarasota, Ra  
H. Hentz & Co., Inc  New York, N.Y... 
Balance owned by 560 shareholders  

214.401 
33,760 
24,415 
17,590 
10.870 
10,822 
9,700 
8.830 
7,350 
6,790 

93,510 

49.0 
7.7 
5.6 
4.0 
2.5 
2.5 
2.2 
2.0 
1.7 
1.5 

21,3 

Total shares outstanding.. 438,038 100.0 
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PENN CENTRAL TRANSPORTATION CO. STOCKHOLDERS AT DEC. 31, 1971 

Number of 
voting 
shares 
owned 

Percent of 
totil 

outstanding 
voting 
slieres 

Penn Central Co.,• Ptiiladelphia, P«         24,113.703 

New York, New Haven and Hartford RR. Corp  
International Utilities Investment Corp  
The Allan Corp  
Harwood S Co  
Swiss Bank Corp. (Zurich)  
Spel & Co    
Gerlach S Co  
Alleghany Corp  
FunI 4 Co  
Carl Marks & Co., Inc  
Balance owned by various shareholders  

Total shares outstanding (approximate)         24,100,000 

100.0 

956,576 3.S 
500,000 2.4 
390,130 1.6 
159,300 
156.988 
150.000 
116,049 
100, 796 
100,000 
93,940 

21.376,221 88.6 

100.0 

> Penn Central Co., 10 largest stockholders at June 30,1970: Latest date available derived from verined statement No. 
2, ICC Docket No. 35291, Penn Central Transportation Co. Investigation. The holding company, Penn Central Co., does 
not nie annual reports with the commission. 

LEHIGH VALLEY RR. CO., 10 LARGEST STOCKHOLDERS, DEC. 31, 1971 

Name Address 

Percent 
Number of total 

voting shares outstanding 
owned voting shares 

1,475,561 97.3 
3.500 .2 
2,100 .1 
1,800 .1 
1,800 .1 
1.500 .1 
1,4J6 .1 
1,170 .1 

900 
80O .1 

25,536 1.7 

Penn Central Transportathin &i  
Armand Maccheavelli  
Reich & Co., Inc  
Milton Motland  
Thomas F. Rooney   
Annie Tosk  
Filor, Bullacd & Smyth  
Stephen D. Reynolds  
James J. McCann  
Joseph N. Nathanson  
Balance owned by 664 shareholders. 

Philadelphia, Pa  
Sacramento, Calif  
New York, N.Y , 
Montclair, N.J , 
Uvalette, N.J  
New York, N.Y  
 do  
West Palm Beach. Fla.. 
Poughkeepsie, N.Y  
New York, N.Y  

Total shares outstanding       1.516,123 100.0 

ERIE LACKAWANNA RY. CO., STOCKHOLDERS AS OF DEC. 31. 1971 

Name Address 

Number of Percent 
voting of total 
shares outstanding 
owned shares 

Dereco, Inc.' 8 North Jefferson St. Roanoke, 
Va. 

Common Stock: Norfolk and Western Ry. Co  
Preferred stock (all voting)—class A and class B: 

Merrill, Lynch, Pierce Fenner and Smith New York, N.Y  
Dean Witter 4 Co         do  
Ketch 4 Co     Boston, Mass  
Loeb, Rhoades 4 Co  New York, N.Y  
Atwell 4 Co do  
E. F. Hutton 4 Co do  
Paine, Webber, Jackson 4 Curtis do  
C. A. England 4 Co do  

Balance owned by 11,213 stockholders  

1,000 100.0 

Total shares outstanding. 

' 5,808,204 89.8 

50,232 
35,159 
32,500 
24,951 
15,037 
13,919 
11, 355 
9.698 

469.073 7.2 

6,470,128 100.0 

I Dereco, Inc. 10 largest stockholders at Dec. 31,1971. 
> Norlolk 4 Western owns all of Dereco's outstanding common stock. 
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NORFOLK AND WESTERN RY. CO., 10 URGEST STOCKHOLDERS AS OF DEC. 31, 1971 

Name Address 

Number of 
voting 
shares 
owned 

Percent 
of total 

outstanding 
shares 

Pflfinjylvjnia Company *   ... ........... .. Philadelphia, Pa 1 501,575 15.3 
Cudd i Co    NewYorl<, N.Y             410.232 

           212,087 
           115,000 
           109,611 
           103,800 

4.2 
Merrill Lynch, Pierce, Fonner  
Hold i Co  
Tegge & Co        ...     .  

 do  
 Washington  
. . .     New York, N.Y 

2.2 
1.2 
1.1 

O'Neill & Co   do  1.1 
 do             100,000 1.0 

HamiHund tCo  
Pratt t Co  
Saxon & Co  
Balance owned by 70,869 shareholders  

 Denver, Colorado  
  Boston, Mass  
  Philadelphia, Pa  

           100.000 
             75,000 
             70,785 
        7,032,128 

I.O 
.7 
.7 

71.5 

Total shares outstanding         9,830,218 100.0 

> All voting rights to these shares are held by Independent voting trustees pursuant to the Commission's orders in 
Finance Docket No. 21510, et. al. 

Mr. SKUBITZ. Chairman Stafford, you referred to a 1 percent tax 
on all transportation. Are you speaking of a 1 percent tax on truck 
transportation, waterway transportation, and all other forms? Why 
do you think that other types of traffic should be required to pay for 
the reorganization program you envisage? 

Mr. STAFFORD. Well, first this is pretty much modeled after the 
World War II tax proposal. Secondly, for instance, in the railroad area 
all are part of one system in a sense, even though they are owned by 
different corporations, and quite frequently you will find that there is 
an intermodal shipment between truckers usin^ the railroads and 
vice versa. So we think that it is part of our national transportation 
system, and that the country's shippers and other carriers should bear 
part of the cost of this. 

Mr. SKUBITZ. Now if I understand you correctly, would a railroad 
that files bankruptcy—that is the only time they can come to the 
Commission, correct? 

Mr. STAFFORD. That is correct. 
Mr. SKUBITZ. In such circumstances, the Commission then would 

have the right to participate in some way with the reorganization of 
that railroad? 

Mr. STAFFORD. This is our proposal; yes. 
Mr. SKUBITZ. If the theory is that the shipper should fear a re- 

sponsibility, why not raise the tax to 2 percent, raise a billion dollars? 
Mr. STAFFORD. Because we really don't think this is necessary, and 

there is no need of wearing down the shippers of this country with too 
heavy a tax. They are already carrying a great burden. 

Mr. SKUBITZ. Where do you think the money is coming from if 
Uncle Sam puts money into the program? 

Mr. STAFFORD. It is coming from all of us. 
Mr. SKUBITZ. All of us, of course, all taxpayers. 
Mr. STAFFORD. That is right. 
Mr. SKUBITZ. When it comes from all of us, would not the shippers 

charge be added to his cost? 
Mr. STAFFORD. Perhaps a little more broad based. 
Mr. SKUBITZ. How many of these railroads that are in bankruptcy 

today, these 10 railroads, are parts of holding companies? 
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Mr. STAFFORD. YOU mean the eight railroads? 
Mr. SKUBITZ. Yes. 
Mr. BROOKS. Boston & Maine and the Penn Central were each in 

holding company setups. LehighL Valley was a subsidiary of Penn 
Central. C. & O.-B. & O. recently moved into the holding company 
status; prior to their bankruptcy the Reading and the Central of 
New Jersey were in the C. & O.-B. & O. corporate family. The way 
we look at it, when the railroad is in reorganization, it is the ward of a 
reorganization court, and the control that was previously exercised 
over it was severed by the entry into reorganization. 

So far as the reorganization operations and the emei^ence from 
reorganization are concerned, the ties with the holding company 
aren't nearly as important as they might otherwise be. 

Mr. SKUBITZ. This would be a problem in the future though; would 
it not? 

Mr. BROOKS. Well, holding companies  
Mr. SKUBITZ. I mean 8s railroads became a part of a holding com- 

Eany, and as the railroad profits were put into the holding company to 
uy other nonrail holdings, a problem of disentanglement crops up. 

Indeed has not this process helped put some of them in bankruptcy? 
Mr. BROOKS. Holding companies do present their special problems, 

but that kind of corporate structure is not all bad. However, the Com- 
mission has asked Congress 2 years running now for jurisdiction to 
regulate the relationship between carriers that are subsidiaries of the 
holding companies and the parent holding company. We feel there are 
dangers lurking in the arrangement that ought to have a Federal 
agency at least conducting a continual surveillance over it to see that 
the ccmmon carrier system upon which the public must rely is not 
raped through the arrangement. 

Mr. SKUBITZ. Mr. Stafford, the Commission's reorganization pro- 
posal uses the guideline that a line must be measured on strictly a 
profit or loss basis; in short if it lost money, cut the operation out. Am 
I correct on this point? 

Mr. STAFFORD. Yes. 
Mr. SKUBITZ. I thought you said they all lost money. 
Mr. STAFFORD. That is just one. 
Mr. SKUBITZ. I wondered what affect this might have when Hnes 

are abandoned to communities that have no other means of transpor- 
tation to carry their goods. Certainly the Commission would take that 
into consideration; would it not? 

Mr. STAFFORD. Of course we have our matching fund 70-30 pro- 
posal in there so that the communities and States that felt strongly 
about the need for service—they would have this out. You know, this 
was a part of the Amtrak program. I am not sure that any body has 
ever exercised that right on Amtrak. 

Mr. SKUBITZ. MV view is that it is too high to be meaningful. 
Mr. STAFFORD. You mean the 30 percent for the State? 
Mr. SKUBITZ. That is right. I think that is high. I think that the 

whole program should be  
Mr. STAFFORD. Mr. Brooks would like to comment on that. 
Mr. SKUBITZ. Very well. 
Mr. BROOKS. The Commission has conducted a statistical survey 

of a representative number of its past abandonment cases and in it 
we have found that in many abandonment cases, because the line had 
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not been used very much, there was little or no opposition. But in 
those cases where there was apparent opposition of genuineness and 
zeal the Commission set the matters for a hearing. In a good num- 
ber of cases where a hearing examiner or an administrative law judge 
was sent out to cities along the line, some of the protestants did not 
appear, and in some cases no one who had ever used the line appeared 
as a witness. Sometimes the States who initially protested did not 
appear as witnesses. 

So one of the purposes of the matching fund program is to eliminate 
ungenuine opposition. The Commission feels that if State really sees 
a need for preservation of the line or the service, it ought to be willing 
to make a substantial commitment to a continued service. 

Now we are talking here only about service that would otherwise 
have to be subsidized by a privately owned operation in bankruptcy 
incapable of rendering the subsidy. 

Mr. STAFFORD. However, if Congress in its wisdom decides that 
our 70-30 proposal is not a proper one, we stand to benefit by their 
guidance. 

Mr. SKUBITS. I don't care to take too much time. 
Mr. CHANDLER. May I address two points here. First of all, 

Mr. Skubitz, I think if you look at our low-density proposal you 
will recognize a bill which you drafted last year, H.R. 16960, and 
1 would like to say thank you. I drew on it very heavily. 

Mr. SKUBITZ. I will have to reread my bill. 
Mr. CHANDLER. Second, I think that the point ought to be made 

that the fear that a large-scale tearing up of railroad tracks is going 
to come about in what we called restructuring is probably not a 
justifiable fear. We have tried to stress that there are many areas 
m which a community or even a single user has service from more 
than one railroad; where there are duplicative facilities; situations 
in which, because of past traffic patterns—heavy coal movements, 
for instance—it was profitable to have two competing parallel rail- 
roads where the traflBc does not permit it any longer. We think there 
are many ways to attain economies which don't mean eliminating 
selnrice to a particular place. 

We also think that there can be identified many users and many 
situations in which with a little planning—several years of planning, 
it takes time to change patterns of moving goods—that change can 
be brought about to provide a more efficient and economical service 
through some other mode. But the time has to be there for the States 
to build highways, or for the user to change his pattern of distribution, 
for example. 

Given that opportunity he can be led to a more eflBcient transpor- 
tation service, and permit some basic savings from the cost of main- 
taining this huge raihoad system. But I don't think %ye should be 
afraid that a whole lot of people are going to lose their railroad service 
right away. 

Mr. SKUBITZ. Under the plan that you propose, what wiQ the 
effect be upon the railroad workers when a line is abandoned? 

Mr. CHANDLER. Well, if the line were abandoned, the Commission 
in normal procedures would provide protection for the individual 
worker. This would mean that the employee affected would be pro- 
tected. It would not mean that his position might have to be main- 
tained forever, but the individual would be given the usual protection, 
which would be guaranteed job or pay for several years. 
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Mr. SKUBITZ. I have a number of other questions, Mr. Chairman. 
However, I don't want to take time from my colleagues. 

Thank you. 
Mr. JARMAN. Mr. Adams. 
Mr. ADAMS. Mr. Chairman. 
Mr. Stafford, I appreciate you and your staff being here, and there 

is really so much I want to talk with you this norming that I hardly 
know where to start, but I will trj' to keep it crisp. 

The first thing is nationalization. You mdicate this would cost $14 
billion as an estunate for the Penn Central System. Do you have an 
estimate for the nationalization cost of the six railroads that are in 
bankruptcy? 

Mr. STAFFORD. Just a second, sir, we will see if we have it. 
Mr. CHANDLER. NO, sir. 
Mr. STAFFORD. That is all we have. 
Mr. ADAMS. The Penn Central is all you have? 
Mr. STAFFORD. Yes. 
Mr. ADAMS. We are talking about, if we nationalize, in your opin- 

ion, someplace from $14 billion up, is that correct? 
Mr. STAFFORD. That is correct. 
Mr. ADAMS. All right. 
Mr. STAFFORD. Assuming that Penn Central's views were right, 

then theirs would be about $14 billion. 
Mr. ADA.MS. All right. 
Now the second question I wanted to ask you is that suppose that 

we had the National Pas.senger Service Corporation, Amtrack, or 
its equivalent condemn the nght-of-way of the Northeast corridor, 
so as in effect to take it over to create a passenger system. Can you 
give us a figure as to what you believe the fair market value of that 
might be? 

Mr. Chandler? 
Mr. STAFFORD. John Grady. 
Mr. ADAMS. Mr. Grady. 
Mr. GRADY. The question you asked, sir, is on the Penn Central, 

if we took over the track and the right-of-way? 
Mr. ADAMS. Right, of the corridor. 
Mr. GRADY.  The figure for that would be about $2.3 billion. 
Mr. ADAMS. Does that assume that it is an operating company, 

or that it has ceased operation? 
Mr. GRADY. That is an operating company and I might add to 

that figure the $2.3 billion of the Penn Central itself. The Penn 
Central System including the companies where it owns a majority 
ownership would increase that figure to $5.2 billion for the track and 
right-of-way. 

Mr. ADAMS. I am not talking about the Penn Central System. 
In other words, you are saying $5.2 billion would be the Penn 
Central  

Mr. GRADY. Alone. 
Mr. ADAMS. Alone? 
Mr. GRADY. Yes. 
Mr. ADAMS. System. 
Mr. GRADY. Yes. 
Mr. ADAMS. I am asking you if we took simply the right of way of 

the corridor—I am going to ask questions on what should be done with 
the rest of it in a moment. 
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Mr. GRADV. I don't have that information. In fact, the basis of 
ray answer was based on a study done by the engineering firm of 
Day & Zimmennan confirmed by our renew of that study. 

Mr. ADAMS. And is that of the corridor of the whole right-of-way 
system? 

Mr. GRADY. That was just done for the Penn Central. 
Mr. ADAMS. No. 
Mr. GRADY. Yes, the Penn Central. 
Mr. ADAMS. I just want the corridor. Can you split that out for me? 
Mr. GRADY. NO, I cannot. 
Mr. ADAMS. Mr. Chandler. 
Mr. CHANDLER. NO, sir. Perhaps we can do it later. 
Mr. ADAMS. Could you give the committee an estimate on that? 
Mr. Chairman, I ask unanimous consent that they be allowed to 

enter in the record at this point the Commission's estimate of what the 
value is and, in two forms: (a) if it were an operating company where 
you were taking over that value which under the Hurlson Tube case 
will put one value on it, or (b) if it were a company that had ceased 
operations and j'ou were simply taking the real estate and track at a 
net liquidation value. 

Now, do you have that, Mr. Chandler? The two? 
Mr. CHANDLER. Yes. 
Mr. ADAMS. Thank you. 
Mr. STAFFORD. Now did you preface your question based on a 

passenger corridor there? If it is going to be the so-called high speed 
80 miles-[)er-hour rate, then the costs are going up tremendously. 

Mr. ADAMS. NO, I am just asking how much it would cost to acquire 
the corridor first, IVlr. Chandler, not to do anything with it, just if it 
were to become part of the Amtrak system, and then we will talk 
about what has to be done with it as a second potential program. 

Mr. SHOUP. Would the gentleman yield? 
Mr. ADAMS. I yield. 
Mr. SHOUP. I wonder if it would help if we could define exactly— 

they seem to be somewhat confused as to your definition of corridor. 
Mr. ADAMS. The Northeast corridor would consist of trackt^e 

lights from Washmgton, D.C., through to Baltimore, Philadeljjhia and 
on up through New Jersey and New York, terminating in Boston, 
using the coastal route. 

[The following letter was received for the record:] 

INTERSTATE COMMEHCE COMMISSION, 
Washington, DC, Aug. 39, 1973. 

Hon. HARLEY O. STAOOKHS, 
Chairman, Commiltee on Interstate and Foreign Commerce, 
House of Rcprcscntativci, Washington, D.C. 

DEAR CHAIRMAN STACKIERS: At thp hearings before the Subeoinmittee on Trans- 
portation and .^oronavitics on H.R. 4877, H.R. 5822, H.R. 6.")91, and II.J. Res. 50, 
the Commission was asked to estimate the cost of imrchasing the Penn Central's 
rinht-of-way, tracks, and other facilities in the Northeast corridor; first as an 
operating entity and second a' liquidation value. 

Two valuation studios have been performed for the Penn Central Trustees, 
one by Day & Zimmernmn, Inc., which valued all the properties of the Penn 
Central Transportation Company, and the other b>- Kuhn, Loeb & C'<i., which 
valued the rail facilities in the Washington-Boston corridor. Day & Zimmerman's 
analysis eslabUshed a reconstruction cost, new, less depreciation, of $13,.') billion 
and a liquidation value of $3.4 billion for the Penn Central's a-ssets. Kuhn, Ijoeb 
estimated that the Washington-Boston corridor properties had a market value of 

06-474—-.3—pt. 1 13 



$1,165,500. These figures have not been reviewed in detail by the Commission, but 
we think it reasonable to assume that the lowest valuation of the Northeast 
corridor at fair market value would exfceed $1 billion, whereas the net liquidation 
value would be somewhat less. 

Sincerely yours, 
GEOROB M. STAFFORD, 

C?uiirman. 

Mr. ADAMS. All right. Now your bill proposes a series of long-term 
solutions which appear to me to be fairly similar to what we reported 
out of this subcommittee in the Surface Transportation Act, in other 
words, abandonment procedures, some long-term financing, and so on. 

Now I would like to put those aside for a moment and talk to you 
just about title II of your bill which is a lease arrangement, as I 
understand, is that correct? 

Mr. STAFFOBD. Yes. 
Mr. ADAMS. DO you beUeve that title II of your bill could be 

lifted from the bill and made operable as an intenm arrangement in 
and of itseK? 

Mr. STAFPOHD. Could I ask Mr. Chandler to speak to this? 
Mr. ADAMS. Please, whoever wants to speak. 
Mr. CHANDLBB. M!r. Adams, title II of our bill is very similar 

to a bill which the Commission asked to be introduced last year and 
which provided for just that, an interim structuring. We have taken 
that earUer version and added the funding arrangement to it, which 
is the lease and operating agreement of title II. We thought last 
year that it could be supported by itself. I think the answer would 
be, yes, that it could be. 

I thiiok I should make one caveat here, however. The likelihood 
of a successful reorganization may be very substantially affected 
by the confidence that would be gained by the railroad itself, by 
the prospective purchasers of lines, and by prospective private 
investors, from the kind of Federal rehabilitation program which 
we have proposed in title III. It might be harder to do the job without 
that in tne future on the horizon, but yes, title II could stand by 
itself. 

Mr. ADAMS. I agree with you on that. We have a bUl, the Surface 
Transportation Act, that provides for just that kind of Federal 
program, and I am trying to think of a temporary or a movement 
over type solution. Your program seems to perhaps offer an interim 
method of traveling from bankruptcy or liquidation over to rehabili- 
tation. 

Now, do you have an estimate of cost which would be based upon 
your title II if the Government were to structure another quasi- 
public corporation similar to Amtrak, provided a designation system 
as you have in title II for what is essential rail service, and then 
proceed to lease these lines for a period of time, what would be the 
cost? 

My next question to you, so you can be thinking of it as you go 
along is. How should it be financially structured? I am talking now 
about all six railroads in reorganization, since you have indicated, 
and I agree with you, that you must operate on the whole northeast 

•quadrant as a package because they are too interlocked to t«ke one 
as separate from the other. 
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Mr. CHANDLER. I guess I don't understand what figure you want, 
Mr. Adams. 

Mr. ADAUS. All right. Let me try it again. 
Mr. CHAKDLEB. It is not the answer I gave to the chairman 

earlier, I guess. 
Mr. ADAMS. NO, it is not, because in that you are in effect taking 

aU of the reorganized lines and hopefully vaulting them back into 
existence on some kind of a new structure. Let me try it once more. 

If the Government were to structure a quasi-public corporation 
which would be self-liquidating, 1 could go into more details with it, 
but it would have preferred stock for the Government, common stock 
eventually to be distributed through others to do what you say, go 
to the various of the bankrupt railroads and over into those bank- 
ruptcies the leasing out of the essential Unes over a period of time for 
the running of a system. What would be your estimate of the cost to 
the Government to do this? 

Mr. STAFFORD. Mr. Brooks. 
Mr. BROOKS. Well, it appears that the only thing you are adding 

is the cost of running the corporation, whatever that figure might be. 
Mt. ADAMS. Give us your figure again. 
Mr. BROOKS. $175 million a year, approximately. 
Mr. ADAMS. $175 million a year operating loss. 
Mr. BROOKS. And hopefully it could be worked down quickly. 
Mr. ADAMS. But that would be a figure for a potential operating 

Joss. All right. 
Now, do you not think it would be better, since you are a regulatory 

agency, to put responsibility into another Government agency, say 
the Department of Transportation, to firat designate the system as 
we did basically in Amtrak, and then have you review it as a 
regulatory agency for the public interest, and then to add another 
provision which would allow the various local interests, if they wished, 
to flaake a presentation if they wanted to come in and share part of the 
cost or the loss to maintain a particular system? 

Mr. STAFFORD. Well, of course, we don't see this as just a business 
of drawing lines on the map as may have been basic in the construction 
of the Amtrak lines, ana we see this as including many factors of 
which the only expertise that 1 am aware of is in my agency and as 
can come basically from the railroads themselves, who will have to 
supply the manpower to tell us. 

1 might ask Mr. Chandler to exclaim further on that. 
Mr. CHANDLER. 1 think the answer is "No," Mr. Adams. The 

shortiBst ianswer 1 could think of. 
Mr. ADAMS. Well, that is a short one. 
Mr. CHANDLER. This K a kind of activity that lends itself ex- 

ceedingly well to the workings and procedures of the regulatory agency. 
I don't see any conflict of interest in the position of the ICC if it 
were to make the initial selection. I think we are better equipped 
to obtain the views of the public, which I feel are vital and which I 
think were the most particularly lacking item in the selection of 
Amtrak. 

Now it really is not fundamental to the success of the design of the 
new system who makes the selection, but I think it is v«ry important 
that a procedure be set out which permits everyone to be heard, which 
does not rush into this thing. 
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.    Mr. ADAMS. All right. 
Mr. CHANDLER. And I think we, because of our hearing processes 

because of the contacts we have with the users and in particular as, 
well as with the carriere themselves, I think we are in a very good 
position to do a good job of that. 

Mr. ADAMS. All right. I agree that we want a process and that you 
should be involved in it, but I want to indicate to you what the com- 
mittee's problem is, and what the problem of the Congress is, although 
I am not sure the Congress really realizes it yet. And that is that on 
July 2 of this year the court has indicated that the rights of the 
creditors have run into the constitutional mandate on taking of 
property so far as the Penn Central is concerned, and, therefore, 
the trustees must present a plan of liquidation, not reorganization 
any longer, but liquidation, with an October 1 deadline for carrj^ing 
this out. 

Now can the Commission without using the executive power, 
or the Congress drawing one—and 1 don't thuik we can do it—desig- 
nate to the trustees in the court of the Penn Central system what 
offer will be made to take essential rail services out of there so that 
we can prepare and pass a bill and you can implement it before 
service stops? 

Mr. CHANDLER. NO; you can't do that in that length of time, and 
that is why we tried to structure a three-part program. 

Mr. Adams. All right. 
Mr. CHANDLER. Not just a one-part program. 
Mr. ADAMS. All right. 
Your program, that is what I am trying to get to, involves in the 

first instance a lease in to prevent the bleeding in effect so that the 
creditor's right is covered. If we put that into effect, are j'^ou consider- 
ing leasing the whole Penn Central system, or a designated portion 
of it, and if so, who designates? 

Mr. CHANDLER. The proposal is to take over under lease all of 
the transportation properties of the railroad in reoi^anization. That 
means all the lines. 

Mr. ADAMS. What is your price tag for that? 
Mr. CHANDLER. Well, our guess was about $175 million a year 

over all the railroads. 
Mr. ADAMS. SO when I asked about the six system, and you an- 

swered to me $180 million per year, you think the others are almost 
self-liquidating, or were you speaking only of the Penn Central? 

Mr. CHANDLER. I am sorry, I was speaking of all of them. 
Mr. STAFFORD. DO you want to make some remarks here, Mr. 

Brooks? 
Mr. ADAMS. NO, no; I want to get this and then  
Mr. CHANDLER. Our estimate for this number was that it was a 

total of $177.3 million for the six major railroads in reorganization. 
Of that, about $135 million would be Penn Central alone; $13 million 
for Erie, $11 million for Reading, $8.6 million for Lehigh, $6.5 million 
for CNJ, $3.5 million for Boston & Maine. 

Mr. ADAMS. All right. 
Mr. CHANDLER. But just for the Central, you are speaking of about 

$1.34.7 million. 
Mr. ADAMS. All right, .      .   - , 
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Now, who would you have make this payment to these bankruptcy 
courts? Just directly by the Federal Railroad Administrator, or what 
mechanism are you recommending be created? 

Mr. CHANDLER. We have reached the direct payment of what in 
effect would be the operating loss. This is really an operating dif- 
ferential subsidy. 

Mr. ADAMS. It is an operating loss using a lease system. 
Mr. CHANDLER. The payment would be made to the bankrupt 

railroad by the Secretary of the Treasury-. The approval of the ac- 
counting of the actual amount of loss to be reimbursed would be in 
the hands of the Commission. 

Mr. ADAMS. All right. 
Would you object to a backup—well, do we need a backup con- 

demnation power if the court and the creditors refuse the offer? 
Mr. CHANDLER. That is a very good question. I think perhaps we 

have not really come to grips with it. The assumption upon which 
we base this proposal is that the railroads in reorganization woiild be 
willing to participate on the a.ssumption that there was a chance— 
more than a chance, a virtual certamty—of some kind of long-term 
Federal program which would make them once again profitable. 

Mr. ADAMS. NOW you see this  
Mr. CHANDLER. This is a hope. 
Mr. ADAMS. I am going to ask the Secretary of Transportation or 

his representatives about this tomorrow, because what has upset 
many of us about their proposal was that it simply says we will 
throw it into the public arena and hope that everybody behaves, 
and that they really will want to nm a railroad, and that they will 
continue service. It is the impression of many of us that the people 
who are in charge now, whicn are the courts and the creditors, not 
the stockholders and not the management, have a very minimum 
level of interest in continuing the running of a railroad. 

Mr. CHANDLER. I think that is correct, sir. 
Mr. ADAMS. You would rather have money than run the railroad; 

isn't that correct? 
Mr. CHANDLER. I think that is correct. I think that the Secretary's 

plan is a rather naive hope. I hope that ours is not quite so naive. 
Mr. ADAMS. That is why I am asking you if you want something, 

or some Government agency has to have something behind the offer 
to the trustees. 

Mr. CHANDLER. I can't answer that yet. 
Mr. ADAMS. All right. 
Mr. CHANDLER. I think we have tried to do it by dangling a carrot 

out in front, the carrot being money. Now whether we need a stick 
from behind, I don't know yet, and I hope that you will ask those 
questions to the people that are running the railroads. We hope to 
get answers to that kind of question in the filings to be submitted 
which are due today in our Ex Parte 293. They are supposed to have 
filings in today. 

Mr. ADAMS. When are they to be in? 
Mr. CHANDLER. They are due today. We would hope to get some 

answers as to whether there is going to be a wilUngness to go along 
on this basis. 

Mr. ADAMS. All right. 
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Mr. CHANDLER. I think what we are trjring to do, Mr. AdMUs, is 
to find out as we go through our hearing process, our investigation, 
and as the congressional conimittees are going through their hearing^ 
process, I think we are really trying to find out what is the minimum 
amotat of Federal money that we are going to have to put in to make 
these carriers an attractive investment once again for the private 
sector. 

These are questions we need to ask the bankers, the railroads, the 
users, perhaps the State governments. For example. New Jersey 
already is putting in a substantial amount of money. I don't think I 
can answer that yet, but I hope we will get the answer pretty soon. 

Mr. ADAMS. When will we know, because it takes time. I agree 
with vour premise, we want minimum money to be paid, but it takes 
time lor this committee, this Congress, and the wiiole process to work^ 
Can you give me a time frame on it? 

Mr. CHANDLER. No, I don't think so. I realize that the imxo. ia 
rfiort, or at least it could be short. 

Mr. ADAMS. See, why I am asking you is that if this thing collapses 
in October or in the fall, and it damm well will by the winter quarter 
on the Penn Central, if it does not by October because I don't see any 
more direct grants, and we know the first quarter operations during 
winter season up there, they are always short, and they are going to 
run out of cash. Now are we going to msike it by thai, because if we 
don't somebody is going to come in here and say the Gtovemment 
should naticHiahze. Can we make it? 

Mr. CHANDLER. Well, I think that that is the advantage of the 
interim funding program we have proposed. If the Congress can't 
act by that time to come up with some kind of a program, or at least 
have reached the point in its deliberations where it appears to the 
bankruptcy courts that some kind of assistance will be {oirthLesiming, 
I don't think we oan make it. 

Mr. ADAMS. All right. 
Then, Mr. Shoup, I have got some more questicms. 1 didn't mean 

to take so long. 
One is this, that if we put a hammer behind the voluntary lease 

grant, do you think the Government can condenm on a lease basis? 
Now I am asking you the fundamental power of the ICC in this case. 
I think j'ou have power to direct operation over other lines granted 
in the statute, but I want vour opinion as to how far you think you 
can go, one, and second, wliat you think we can do for you without 
actually taking it over by condemnation. 

Mr. CHANDLER. Mr. Adams, do you mean with the Commissdon's 
present statutory authority, or do you mean under the proposal wo 
nave submitted? 

Mr. ADAMS. Well, I moan under what you have submitted, op 
what we dream up, what if the committee provides instead of just 
offering a lease and the creditors and the courts saying no, that the 
Government acts, whether it is through a quasipublic corporation, 
the DOT or yourselves, can we do less than standard condemnation? 
Could we in effect require them to lease and either operate themsalves, 
or let somebody else operate over tham? 

Mr. CHANDLER. Well, if I were the General Counsel, which I am 
not, I tliink 1 would venture the legal opinion that the Congress 
could enact legislation which would make that kind of process possible 
and lawful. In effect what you would be doing, I would think, would 
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repayment which the creditors may have if the court decides they have 
reajched the point where Uie drain is unconstitutional. You would 
be substituting for that an interim payment of some sort under this 
lease arrangement, and I would think that that would be constitutional- 
1 think that we have tried to point out that creditors investing—;- 

Mr. ADAMS. Don't they take it subject to the certificate of pubUo 
convenience and necessity, and therefore, subject to a greater level 
of Government involvement than the oridinary business? 

Mr. CHANDLER. That would be our position, yes, Mr. Adams, 
and further  

Mr. ADAMS. After you talk with counsel would you—not that Ii 
don't take yom: word, because I do. In other worSs, when we are 
talking with our colleagues they are going to ask us if we could do 
this. Would you offer an opinion? 

Mr. STAFFORD. Yes. 
[The following letter was received for the record:] 

INTERSTATE COMMERCE COMMISSION, 
OFFICE OP THE CHAIRMAN, 

Washington, D.C., April S3, 197S. 
Hon. JOHN JARMAN, 
Chairman, SuhcommilUe on Transportation and AeronaxUics, Committee on Interstate, 

and Foreign Commerce, House of Representatives, Washington, D.C. 
DEAR MR. CHAIRMAN: During the course of the testimony of Chairman George 

M. Stafford of the Interstate Commerce Commission, whom I accompanied, at 
the hearings held April 16, 1973, on H.R. 6591, 93d Congress, let Session, and 
other proposals relating to the railroads in the Northeast, a question arose con-" 
ceming the extent to which the Congress might confer powers upon this agency^ 
to flcal with the lines of carriers in reorganization. The discussions will be found' 
at pp. 44-46 of the transcript report of the proceedings. 

We were discussing Title ll of H.R. 6.591, providing for interim assistance to, 
railroads undergoing reorganization pursuant to the provisions of Section 77 of; 
the Bankruptcy Act. Under that Title, the lines of such carriers would be leased to, 
the Federal government, which would then be responsible for bearing any losses thai 
might be incurred. Thus, the railroad's estate would be spared the further erosioni 
that continued operations might occasion, and its creditors would be protected 
against any further, and possibly unconstitutional, decreases, in the value of the 
property wluch otherwise woul4 be availa)>le to satisfy their claims upon a termi- 
nation of operations and the liquidation of the enterprise. The question arose 
whether the Congress c«uld write a statute so as to enable the Commission to- 
compel the lease of such lines, or as Congressman Adams put it, "... I want 
your opinion as to how far you think you can go, one, and second, what you think) 
w^ oan.do for you without actually taking it over by condemnation." 

As I assured the Subcommittee I would, I have discussed the matter with our 
General Counsel, Mr. Fritz II. Kahn, and he and I are in agreement that it is with- 
in the power of the Congress lawfully to enact legislation that would make that- 
kind of compulsory process possible. The Congressional powers to enact legislation, 
affecting the commerce of the country and providing for bankruptcy procedures are, 
plenary and pervasive, subject only, among other constitutional limitations, to' 
the prohibition that there be no deprivation of property without due process. 

As we see it, it would be within the discretion of the Congress to revise Section 
77 of the Bankruptcy Act in such a way that the tender of the lines for lease by the 
Commiasion would be a condition precedent to the court's consideration of the 
oesaation of operations. Such a requirement would not constitute a deprivatioij o£, 
property of tne creditors, for, as we anticipated by our proposal, the lease, pay- 
ments made by the Commission would keep the estate intact and thus guarantee, 
the creditors no loss than they would be able to obtain if there were a liquijdat|on 
of the enterprise. 

I hope you will find the foregoing fully responsive, but, if I can b^ of further 
assistance, please let me, know. 

Sincerely yours, 
G>U)RQ£ M. CHANDIEB, 

A.-sistani to the Chairman. 
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Mr. ADAMS. I yield. 
Mr. STAFFORD. Could we have just one further comment? 
Mr. BROOKS. The Supreme Court has commented on that in the 

New Haven Jjidusion cases (399 U.S. 392), pointing out that the 
investor in railroads is subject to public interest. 

Mr. ADAMS. Yes, but that was dictum in that case, was it not 
basically, because the Government finallj' required the merger, and 
the creditors got out of that liquidation and, therefore, the court's 
comment never was required for the decision. 

Mr. BROOKS. Yes it was dictum, but the question was raised as to 
the creditors' right to a liquidation. And the court did go out on the 
limb saying though the creditors had a right to liquidation value on 
the properties taien by Penn Central (under the circumstances of 
that case), they also were subject to the risks of the extraordinary 
type you just referred to. 

Now putting that back into the context of the problem you presented 
if the Commission had the power to direct a railroad to operate over 
the lines of a liquidating railroad, I would assume that the Commission 
would use that power only on those portions of the Unes that would be 
heavily used, pro\dding essential service, and they might even prove 
to be profitable, or at least break even. Certainly the Commission 
would use the power in such a way as to seek that objective, and so you 
might not have a constitutional problem at all. 

Mr. ADAMS. I just want to know if we could get in there and do it 
in the court, in effect, through a summary type hearing which is- 
close to condemnation. 

Mr. BROOKS. I think you also might look at what the courts have 
done thus far. The history of what they have done in these reorganiza- 
tion cases indicates that we are not anxious to fold up and stop the 
operation. They have a keen sense of the public's need for the trans- 
portation, judges, and I think the trustees. 

Mr. ADAMS. But not the creditors. 
Mr. BROOKS. The great pressure is from the creditors. 
Mr. ADAMS. And they have a constitutional right under the fifth 

amendment at some pomt, and I am just asking you to define it. 
Mr. BROOKS. I think if we were able to show the court and the 

trustees that somewhere within the foreseeable future there was a 
way out, a plan, a mechanism, a definitiv way to give the creditors the 
relief that is contemplated by due process and under section 77, and 
equity, that the court would continue to be patient and would 
continue the operation long enough to allow the mechanism to work 
its way. 

Mr. ADAMS. Thank you. 
Thank you, Mr. Chairman, Mr. Shoup. 
Mr. JARMAN. Mr. Shoup. 
Mr. SHOUP. Mr. Chairman, I would like to follow this just a little 

further. We finally got an answer, Mr. Adams, to what you started 
to ask a few minutes ago, just the last statement. 

I will direct my question to Mr. Brooks, if you don't mind. 
I assume this is the feeling of the Commission? 
Mr. STAFFORD. Right. 
Mr. SHOUP. If we adopt the section 2 here of your plan and the 

expenditure of the approximate amount of $180 million a year, I 
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believe, that on July 2 this plan if adopted prior to that time by 
Congress will satisfy the court? 

Mr. BROOKS. In my opinion there is no question about it. I think 
Judge Fullam would be satisfied with such a procedure. 

Air. SHOUP.  Do you fee! llus would satisfy the creditors? 
Mr. STAFFORD. Mr. Brooks has been working in this whole area 

for several years now, and I think he is very convei-sant and has a 
great imderstanding with the whole Northeast situation. 

Mr. SHOUP. This has been, as j-ou know I am sure, a womsome 
thing with the subcommittee here that we are looking at a time 
element, and it seems as though past history of Congress is until the 
crisis is upon us we don't act, now we are trying to act in anticipation. 
If we could present something reasonable through Congress that would 
preclude this crisis of July 2, do you feel that the creditors would be 
satisfied? 

Mr. BROOKS. We know that a good number of the creditors are 
creditors in several of the reorganization proceedings. 

Mr. SHOUP.. And Mr. Skubitz' entry into, the record of the major 
stockholders has some bearing on this? 

Mr. BROOKS. Well, the creditors aren't the stockholders, I mean 
the major creditors are the bond holders, the mortgage holders, the 
lien holders. 

Mr. SHOUP. AU right. Go ahead. 
Mr. BROOKS. A number of the larger creditors have an interest in 

several of the railroads in this teriitorj^ which are in reorganization. 
It is our understanding that they have been seeking ways toward a 
unified solution for several roads, realizing that with each road going 
its own way alone there was little chance of success. Now what we 
arc doing is offering that unified solution as a way to rationalize the 
entire system and continue the ser\ace to the public while freeing for 
liquidation the redundant facilities, and providing a promise of a 
viable system in the foreseeable future. I think that is exactly what 
the creditors want. 

Mr. SHOUP. All right. 
Now, do you feel that Congress would have to provide more than 

this operating cost subsidy to the judge for a permanent solution? 
Oertainly this operating cost is only a portion of your total plan for 
the Northeast, or for the total rail transportation system. Would we 
have that prior to July 2? 

Mr. BROOKS. I thiiik this guarantee against further loss would be 
enough. If 3-ou look at it logically, the judge has up until this time 
felt tbat the erosion was not such as to require him to close down the 
road for constitutional purposes, so we are in eifect drawing a line at 
a point up to which he has justified continued operation. We are 
^aranteeing him against further loss, with the promise of viability 
in the foreseeable future. . 

Mr. SHOUP. Mr. Chairman, you were speaking a short time ago 
to the additional action on all modes of transportation  

Mr. STAFFORD. Surface. , 
Mr. SHOUP. [continuing]. To finance this program. : - 
Mr. STAFFORD. Yes. 
Mr. SHOUP. And not wishing to ask you whether you belong to 

the highway trust buster bunch, but I am wondering along the same 
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way, do you feel that it would be equitable that all forms of surface 
transportation sTiould contribute toward the highway trust fund 
to provide facilities for those who operate on the highways? 

Air. STAFFORD. Mr. Shoup, I am glad that question is not before 
the Commission at this time. We have not been taking a position on 
the trust fund. 

Mr. SHOUP. NO; I don't mean to ask you that. I mean to ask if 
you suggest a 1-percent surcharge? 

Mr. STAFFORD. Yes. 
Mf. SHOUP. On all? 
MJ. STAFFORD. For a lindited period of time. 
Mr. SHOUT. On all surface transportation. 
Then do you fefel that the present tax that is subjected to, let's 

say, those who use the road, the highways, should the others be 
required to contribute to that too? The diesel that the railroads pur- 
chased for their engines, should there be an equitable tax placed to 
go into the highway trust fund? This is intermodal. It is a total 
transportation system. 

Mr. STAFFORD. Well, we feel that  
Mr. SHOUP. I atn only trying to see what your justification is for 

charging those who use the highways to provide for rail transit. 
Mr. STAFFORD. A great number of our trucking companies use the 

rail systems for thieir p^gybaek operations. Many of the items that 
are shipped part way on the railroad are used or carried further by 
the trucks, so they are part of a national system in that area. I can 
see ybu ate turhing me around on this thing, trying to get me into 
that bther one. 

Mr. SHOUP. NO; I tun not trying to trap you, Mr. Chairman. 
I think perhaps I should mention, Mr. Chairman, my compliments 

to you, as you recall over the past couple of years you ana I have 
had many discussions about the operation of the ICC, and sometimes 
not so gentle chiding on my part of what I consider the acceptance of 
responsibility of the Commission—not you, but as a Commission 
over the years. So I compliment you for getting involved in this, 
and getting your feet wet, which I think is one of your responsibilities. 

I would agree that I think this properly lies within the Cfommission's 
Scope of responsibility, rather than as Mr. Adams was talking about, 
the Department of Transportation. I think it lies more with you. 
I aril somewhat disturbed though in your section 202, and I am won- 
dering if you are jumping in there a little too far. As you kndw, we 
have other problems facing us, of course, on the surface transporta- 
tion, T&ii transportation. One which will be facing us is the preblem 
of strikes, and strike legislation, and so forth. 

It appears to me that the Commission in its zeal to solve thia 
problem of the railroads need restructuring and needs reorganizing, 
might be assuming the strike-busting or lockout-busting stature. 
I am disturbed with the language section (d) of Section 202. Not 
that I want to reserve the right to Congress  

Mr. STAFFORD. We d<Mi't ^ee this as oeng a problem in that -ai^a. 
What we are doing, we are pruning in order to make this a successful 
system that will grow and labor will grow with Aat. 

Mr. SHOTTP. I think my point is this, that certainly I think ydtt 
have every right to order service over a line if there are financial 
problems, but if it becomes a labor problem will the Commission 
nave the authority to act as Congress aid? 
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Mr. BROOKS. We have some Supreme Court law on the matter 
in the BurUngton Tfuck Lines case (371 U.S. 156) where the Coni- 
ffii^ion gav« operating authority to a truck line to provide a service, 
that was not being provided by a carrier whose employees refused 
t6 cross a picket Tine, arid the Court prohibited the Commission 
from thereaitei' isstiing atich authority, noting the danger of trenching 
upon the jurisdiction of labor law agencies. 

Now, I believe that if a railroad was on strike, was not operating 
b«caae« it was on strike, that the power in the Commission could not 
bft exercised in that kind of situation. 

Further, usually in those situations where essential transportation 
ifi involved, labor is willing to go along and provide that service, 
cooperate with the carriers to the extent necessary to permit the 
kinds of operations necessary for—- 

Mr. SHOUP. Can we turn thi» around and say company rather 
thotk labor? 

Mr. BROOKS. A lockout? 
Mr. SHOTJP. Yes, if necessary. 
Mr. BROOKS. Well, we have not had an experience like that. 

I don't know whether one is lik^y, but I imagine the same kinds 
of equities might apply. 

Mr. SHOUP. Mr. Chairman, my question is, Would you be adverse 
to being more specific in your language in section (b) to preclude 
the occasion which we Say by assumption would not happen regarding 
labor problems? 

Mr. STAFFORD. I will let my lawyer speak here for me. 
Mr. CHANDLER. AS a general comment, Mr. Shoup, we welcome 

any suggestions anyone may have. This is a document that is being 
rewritten all the time. If this is tai ambiguity there, it has to be fixed, 
etad I would be delighted to see that it is fixed. I would call your 
attention  

Mr. SHOTTP. Mr. Chandler, I think about 3 weeks ago I wrote 
^ ICG on exacUy this particular matter when you furnished all 
of us with a copy oi your proposed legislation. At that time I wrote 
you a comment and to my knowledge I have not received a reply, 
and that is why I am asking. 

Mr. CHANDLER. That is one I have not seen. We will run it down. 
We did attempt to do what we could to preclude the labor problem 
by including section 207(b) of the draft which provides that no 
change in conditions of employment may be made during the time 
when this restructuring procedure is going oU. Hopefully that woiild 
at least preclude people like the Penn Central trustees changing the 
work rules which could very well precipitate a strike. 

Certainly it was not the mtention of this draft to permit the Com- 
mission to move in and attempt to order—I think it would be an 
unsuccessful attempt—to order the employees of a railroad not on 
fitrike to provide service in violation of the picket line. 

Mr. SHOUP. Anotiter way to explain tliis section, I think it would 
be much simpler to make the section 202 simple language. 

Mr. STAFPOKD. We can take care of that, I aiA soriy about the 
ietter, somehow that got l^ me. I don't recall that. l:ou say that 
was about 3 weeks ago? 

Mr. SHOUP. Well, off the top of my head. It was in direct reply 
4>o your request for suggestions from ^e Congress as to the makeup 
of your bUl. 
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"Mr. STAFFORD. Yes. 
Mr. SHOTJP. I have no further questions, Mr. Chairman. 
Mr. JARMAN. Mr. Chairman, let me get for the record a response 

to this question. 
During the period from 1963 to 1970 the Penn Central's diversi- 

fication program resulted in a net cash outflow of $209 million, ac- 
cording to ICC studies. During the same period the Penn Central 
paid out over $209 million in di\adends. Had this $500 million been 
invested in adequate maintenance and for capital improvements 
is it possible that bankruptcy might have been avoided? Under the 
program that you recommend the ICC would have certain super- 
vision of management programs. Would it include such items as not 
allowing dividends or diversification by the company? 

Mr. CHANDLER. The part of the proposal to which you refer ia 
that involving the interim restructuring. During that period the 
railroad would be in reorganization. Of course, it is not paying divi- 
dends. As far as other kinds of pajonents, yes, we had anticipated 
that the Commission supervision would run to any particular ex- 
penditure, or perhaps any class of expenditures, any action that 
might be taken to change the accounting treatment. 

I think that it would be well, however, for the future if the Com- 
mission also had the authority, which it has sought previously, to 
pronde general regulation of the relationships between the railroads 
and their affiliate holding companies, and affiliated noncarrier 
companies. 

Mr. STAFFORD. Just for emphasis, he did say that they are not 
pa^nng dividends anyway. 

Mr. JARMAN. Mr. Adams. 
Mr. ADAMS. In other words, yo\i need a power which many of us 

have felt that you should have to regulate conglomerates or the so- 
called assets below the line; is that correct? 

Mr. STAFFORD. That is what we asked for; yes. 
Mr. ADAMS. DO you think you should also have a uniform account- 

ing system in place for all of these railroads? 
Mr. CHANDLER. We have a uniform system of accounts, Mr, 

Congressman. 
Mr. ADAMS. I know, but it does not seem to work very well. 
Mr. Chairman, I would like unanimous consent at the end of the 

hearing to place a statement in the record of my own commenting 
on this. •    * • 

Mr. JARMAN. It will be so ordered. 
[See Mr. Adams' statement on p. 214, this hearing.] 
Mr. ADAMS. There was one last problem that we did not touch on, 

and that is the relationship of the viable roads in the area, the B. & O.- 
C. & O. and the Norfolk & Western, two of the roads that are presently 
in bankruptcy. Now this is why some of us are not advocating—at 
this point we are trying to find out. There has to be an independent 
entity to deal with the six bankruptcies and the two viable roads. 
Under your proposal how do the systems that are viable, the Norfolk 
& Western, and the B. & O.-C. & O., tie into roads that in effect are 
being subsidized by the Government? I am thinking about traffic 
patterns, gateways, and so on. 

Mr. BROOKS. What we are dealing with here is the type of thing 
the Commission ordinarily considers m the big merger cases, competi- 
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tive effects. If a bankrupt line is going to be upgraded to a point 
wiiere its competitive position viz-a-viz a nonbaukrupt line is radically 
changed, a change m the flow of traffic is likely. This is one of the 
important factors the Commission would look at in the proceedmgs 
when it is  

Mr. ADAMS. Would you let it happen first or later? 
Mr. BKOOKS. Throughout our testimony we have been trying to 

conve)- to the members of the committee that this is a community 
problem. We would canvass the participants, the railroads, the com- 
munities, and so on. 

Mr. ADAMS. Let me put this thing in place. Do you suspend 
changes until everybody goes through the process, or do you let the 
change occur first and then let everybody pick up the pieces later? 

Mr. BROOKS. I see it as a dynamic situation, continually evolving. 
The affluent railroads would anticipate the possible effects and place 
before the Commission their proposals for inclusion. 

^tr. ADAMS. Let me make it very, very specific here why I think 
that we needed, in effect, an introceeding. In other words, you are 
going to have to designate it. 

You have coming across the top the Erie & Lackawaima, wliich 
has basically a debt organization structure; it could come out of 
reorganization with some changes. Then you come to the hltle Dela- 
ware & Hudson which sit.s in the middle, and tiO percent of its traffic 
is, in effect, overhead traffic, so depending whether the traffic goes onto 
this system or that system it will go in or out of existence. 

You have got the Boston & Albany in central Massachusetts with 
the Boston & Mame coming across the top of the mountains. You 
tlirow the traffic into one as opposed to into the other and you have 
a gigantic effect. 

The Reading, the Jersej' Central, the Lehigh Valley, and the 
Penn Central are all, to a degree, redundant systems in the same area. 
The judgment as to which one lives and which one dies will occur as 
you move in to do this thing. What I am asking you is do jou want 
to freeze the whole t)hing so that everybody must continue to do what 
thev are doing now, and then take it a little piece at a time, whi(;h 
under your present procedures will take us until about 2006, or do 
you want to say. We are going to go to a new system which will begin 
to reduce the losses, and if so who is going to decitle who sur\nves 
and who prospers? In other words, where the freight is, what lines it 
goes over? The Commission? 

Mr. STAFFORD. I think we do. 
Mr. ADA.MS. YOU do that? 
Mr. STAFFORD. Yes. 
Mr. ADAMS. YOU do it as he mentioned? 

. Mr. .STAFFORD.  Yes. 
Mr. ADAMS. Step by step by step? 
Mr. CHANDLER. Not quite. 
Mr. STAFFORD. Not at a step. 
Mr. CHANDLER. Mr. Adams, I think this is the problem with try- 

ing to pull out title II. 
Mr. ADAMS. We have another bill. Government loans perhaps, 

and a number of other things, but what we are dealing with is the 
ke3stone of how we get from right here today through this tlung. 



186 

Mr. CHANDLER. That is right, but you have suggested that by 
enacting some kind of interim measure the Congress would have more 
time to look at the long-term meaeure. 

Mr. ADAMS. I have not suggested Uiat at all. 
Mr. CHANDLER. I am sorry. I misunderstood you. 
Mr. ADAMS. NO, I have gotten tiiat from you. 
Mr. CHANDLER. OK. 
Mr. ADAMS. I am not saying that is it. I think you may have to go 

in there and say bang, and divide up, but you tell me. 
Mr. CHANDLER. Then we are in agreement. I think that we can 

use the interim proposal to start to bring the bankrupts out, or at least 
to go in there, and frankly nobody is doing it now. You have to get in 
there and find out how much of those systems are worth keeping. 
Somebody has to do it, whether it is the ICC or a new corporation, 
or DOT, or someone. The courts and the trustees don't seem to be 
doing it. 

Mr. ADAUS. Well, they can't. 
Mr. CHANDLKR. At the same time you have to start your selection 

procedure for the basic long haul system, and that is a system which 
IS going to probably include segments of all or most of the bankrupts 
and it is certainly going to include segments of the healthy roads. 
By healthy roads I mean all of those who are not in bankruptcy. 

Then we include both kinds of railroads—those in reorganization, 
those that are not. When we are talking about a piecemeal rebuilding, 
or restructuring, we are really talking about what to do right now to 
keep the vital services that the bankrupt railroads are performing 
from stopping. But that has to melt in  

Mr. ADAMS. Right at that point, your lease arrangement, or your 
lease subsidy arrangement, if it goes to just the essential lines, is going 
to shift the traflBc pattern. Are you proposing that we do that right 
at the beginning, or do you just keep everything running in its present 
pattern? 

Mr. CHANDLER. I don't see why it is going to shift the traffic 
pattern. 

Mr. ADAMS. Well, because of the essential services, I will take one 
that I know you are familiar mth, which is the Lehigh, Reading, 
Jersey Central, Penn Central operation. Essential services in that 
area do not require that all of those roads run. 

Now, are you going to just run some of them, or all of them? Now 
that essential decision has to be made right as you start this. 

Mr. CHANDLER. I think you are probably going to end up running 
almost all of them, not as main lines but you are going to have people 
serving  

Mr. ADAMS. Wait a minute. When you say not as main lines, when 
you shift that traffic off of one and on to another, you change the 
whole gateway sj'stem for the connecting viable Unes, and also for 
the other bankrupt lines. This thing is all intertwined. 

\Ir. CHANDLER. That is right. 
Mr. AnAM.s. Now you are wilting to do that at the beginning of 

this process. I am not saying you should, I think m&ybe you have to— 
but just tell me. 
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Mr. CHANDLER. Well, I think we are willing to start in that direc- 
tion, but we would like to have the selection process for the maip line 
system go along as quickly as possible so tnat in dealing with the 
bankrupts, we have tnis as a goal—we have this decision made in a 
rational way. I would hate to go in there without that overall design 
having been finally accomplished, because then there is a much 
greater chance of making mistakes. 

We need to have that picture drawn as quickly as possible, and we 
have to make some pretty tough decisions. When those decisions 
are made, it means who is going to survive and who is not, tough 
decisions, like, are you going to keep the Delaware and Hudson 
connection into New England to provide a competitive system. 

Mr. ADAMS. Precisely. 
Mr. CHANDLER. Are you going to need it? 
Mr. ADAMS. Are you or somebody going to recommend that to 

this committee when we start this thing? In other words, every creditor 
and every railroad up there in that area is going to watch what comes 
out, and if you designate a system, we can use the Delaware and 
Hudson because it is a nice little example up there—it is a connecting 
line. When you designate your system in the original instance, both 
those that connect with it, that line itself and those that come in 
from the West are going to want to know. Now are you going to tell 
them at the beginning or are you goins to say it will be this way, 
but we will let you all have a hearing? Just how are we going to start 
this? 

Mr. CHANDLER. I think we would want to tell them as soon as 
possible, and it maiglit take—our plan has c];'tuiked a year in here to 
make that determination. 

Mr. ADAMS. You let it out by pieces? 
Mr. CHANDLER. I would hope that it might not take that long. 
Now, in the meantime though, you have another problem, and 

maybe we are using the wrong word when we say essential services. 
We have the problem of serving individuals who are not going to 
be on the main lines. We really are talking, in our interim program, 
in effect, about maintaining the status quo for a while, so that people 
who rely on rail service will continue to have it while we are getting 
this thing straightened out, and make those decisions. Those decisions 
have to be made on the basis of examination of the traffic patterns, 
and of the engineering characteristics of the lines. When we come up 
with some answers, somebody has got to live and somebodj^ has got 
to die. They are going to be hard ones, but in the meantime, we will 
try to keep the service going so that the little guy does not die. We will 
give him a chance to get out and find some solution to his problem if 
he turns out not to be on a Une that is going to be part of the 
basic system. 

Mr. ADAMS [presiding]. Thank vou. 
I apologize, Air. Metcalfe, I (fidn't see you come in. The Chair 

recognizes you. 
Mr. METCALFE.  I have no questions at this time, Mr. Chairman, 
Mr. ADAMS. Mr. Skubitz? 
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Mr. .SKUBITZ. I have placed in the record the list of 10 railroads 
and their largest stockholders. 

Mr. STAFFORD. YOU mean those in the Northeast quadrant. 
•    Mr. SKUBITZ. Yes. 

Does the Commission have data of the 10 largest creditors of each 
of these companies? 

Mr. STAFFORD. We can supply tliat for the record. 
Mr. SKUBITZ. I ask unanimous consent, Mr. Chairman, that the 

names of the 10 largest creditors of each of the railroads be placed in 
the record. 

Mr. ADA.MS. Without objection, so ordered. 
[The following information was received for the record:] 

RAILROADS IN REORGANIZATION SUMMARY OF DEBT AND EQUITY, DEC. 31.1972 

Total 
long-term 

debt! 

Boston* Maine Corp  $70,687,530 
Central RR. Co. of New Jersey   64,786,494 
Erie Lackawanna Ry. Co  309,750,386 
Lehigh Valey RR. Co..  99,466,293 
Penn Central Transportation Co  1,918,156,573 
Reading Co  94,755,580 

Total  2,557,602,856 

Total 
shareholders' 

equity 

$66,804, 760 
(IS, 602. 480) 
37,635. 692 
31,646,042 

856,661, 771 
144,502,353 

Total 
debt and 

equity 

$137,492, 290 
46,184,014 

347,386,078 
131,112,335 

2, 774,818,344 
239,257,933 

1,118,648.138      3.676,250.994 

• Includes long-term debt due in 1 year. 

BOSTON S MAINE CORP., LONG-TERM DEBT, DEC, 31, 1972 

I. DEBT TO DEBT PLUS EQUITY RATIO 

Amount Percen 

51.4 

Debt: 
Long-term debt due in 1 year  $178,768 . 
Long-term debt due after 1 year  70.508,762 . 

Total long-term debt  70,687, 530 

Equity: 
Common stock  877,663 . 
Preferred stock  8,791,800 . 
Capital surplus..   -  99,295.882 . 
Retained income (deficit) ^  (42,160,585). 

Total equity.  66,804,760 

Total debt plus equity  137,492,290 

48.6 

100.0 

II. SUMMARY OF LONG-TERM DEBT • 

Total 
outstanding 

Due within 
1 year 

Due after 
1 year 

Funded debt unmatured  $176,141 
Equipment obligations.   ..-  210,402 
Debt in default -  69,460,237 . 
Amounts payable to alfiliates  840,750 . 

Total -  70,687.530 

$73,255 
105,513 

$102,88& 
104. 889 

69,460, 237 
840, 750 

178,768        70,508, 762 

> Details on following page. 
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BOSTON & MAINE CORP.. LONG-TERM DEBT, DEC. 31. 1972—Continued 

III. Schedule of long-term debt: 
A. Debt in default: 

Mortgage bonds: 
(1) Boston   and   Maine   Corp.,   6   percent 

.-jeries TT, Due July 1, 1970. Trustee- . 
First  National   Bank,   Boston.   Both 
coupon  (SlOO, .11.500 and $1,000) and 
registered   ($1,000)   listed   on   New 
York Stock Exchange ' $46, 337, 87ft 

•-    ' • •      (2) Boston   and    Maine   Railroad   income 
, • mortgage, 4'> percent. Series A, Due 

July 1, 1970 Trustee-State Street 
Bank & Trust Co. Boston and Howard • 
B. Phillijis, individual tnistee. Regis- 
trar-State Street Bank & Trust Co., 
Boston or Chase Manhattan Bank, 
N.Y. Both coupon ($.')00 and $1,000) 
and registered ($1,000) listed on New 
York ivnd Bo.ston Stock Exchanges... 18, 826, .500 

Obligations held by U.S. Government resulting 
from part V loan defaults: 

(l; Bosttm & Maine R.R. Guaranteed Col- 
lateral Trust 5 percent. Due June 1, 
1974    900,000 

(2) Boston & Maine R.R. Guaranteed Col- 
lateral Trust 5 percent. Due Jan.  1, 
1976           1,800,000 

(3) Guaranteed Note due Oct. 15, 1977  516,667 
Short term notes in default: 

(1) Collateral Note, 7! a percent, due June 
15,1970    484,994 

(2) Promissory Note, 8}j percent, due Feb. 
20,1970    594,200 

Total debt in default.       69, 460, 237 

B. Funded debt unmatured: 
Conditional sales agreements—Road-various: 

Due within 1 year  102, 886 
Due after 1 year  73, 2.5S 

Total -   176, 14i 

C. Equipment obligations: 
Conditional or deferred payment contracts New 

England Merchants National Bank: 
Due within 1 year    104, 880 

' Due after 1 year -  105,513 

Total    210, 402 

D. Amounts payable to affiliated companies: 
Northern Railroad    > 739, 474 
Stony Brook Railroad   — '101,276 

Total  _ -  840, 7.50 

Total long-term debt        70, 687, 530 

> Approximately $14 inJIIion ol these bonds are owned by the Metropolitan Life Insurance Company. 
Connwtieut Mutual Life Insurance and the 1'a.ssaeonaway Company. The latter is subsidiary of the Aniot- 
IccaK Company which In turn controls the (.'lass I Bangor and Aroostock Railroad Company. The Fas- 
saconaway Comrmny putcbiksi'd on March 12. 1'.I70 the bonds It owns from the Equitable Life Insuranc» 
Society of the United States and the .Northwestern Mutual Lite Insurance Company. 

> Balances represent amounts for leased property and not replaced, to be settled at expinttion of leasees.. 

96-474—73—pt. 1 14 
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CENTRAL RAILROAD OF NEW JERSEY, LONG-TERM DEBT, DEC. 31, 1972 

I. DEBT TO DEBT PLUS EQUITY RATIO 

Amount Pareent 

Debt; 

Uni-term debt due aSr 1 yiu.ll^^m^^ll^l^l^^Z^^^Z^^^^^^^Z^^^^i^^^^    ii^*3i,i3S 140.3 
Long-tefm deM due wfWiifl 1 year ,. „ „,.,     12,348,856 . 
  ,..    S4  

Totallonj-tBrm debt...,      64.786,494 . 

Equity: 
Common stock        21,901,900 .. 
Capital surplus , ,   4,772,388 ., 
Retained income  (45,276,748). 

Netd«licit_ ,    (18.602,480) (40.3) 

Total debt plui eqajty     46,184,014 lOoTo 

II. Schedule of long-term debt: 
A. Debt in default: 

(1) C.R. of N.J. general  mortgage Z% due  1987 
Trustee-Manufacturers Hanover Coupon 
($.5(K), $1,000) and registered ($1,000 and 
multiples). Listed: New York Stock Ex- 
change, Philadelphia-Baltimore-Wasliington 
Stock Exchange. $42,890,000 

(2) Government guaranteed bonds: 
(a) 5 percent trust notes (1976)  9, 237, 736 
(b) 5 percent trust notes (1978)  4, 170, 502 

(3) Promissory Notes 4 percent (1974)  500, 000 
(4) Nota 6 percent   ,  344,130 
(5) Construction agreements  66,114 

Total debt in default ,,..,     57,208,282 

B. Equipment obligations: 
3 various issues: 

due within 1 year       2,346,856 
due after 1 year    > 2,831,156 

Total -       5,178,012 

C. Receivers and trustees securities: 
(1) Trustees   certificates—guaranteed   by   DOT 

under "Emergency Hail Services Act of 1970"      2,400,000 

Total long-term debt-.     64,786,494 
> This amoont is approximate beoauae It is a balonciag figure. Binoe CNJ bad not filed its 1972 Annual 

Rflfiort by May 2. 1973, most of the Items shown aix>vo were derived from Annual Report balances as of 
Dei:emt)er 31, 1971. However.s Inee (<arrler in In reor);ani2ation, chanse iu overall debt structure between 
yi'ars wlU be nwliglble. Amount sliown for total debt waa derived tnin>i>e«ember 31,1972 condensed balance 
sheet. Form CBS.flled by CNJ. 

ERIE UkCKAWANNA, LONG-TERM DEBT, DEC. 31, 1972 

I. DEBT TO DEBT PLUS EQUITY RATIO 

Amount Percent 

Debt: 
Long-term debt due wMiin 1 year     19,502,460  
LoKf-term debtdue after 1 year.    300,247,926  

Total long-term debt,    309,750,386 89.2 

Equity: 
Common slock       1.000,000      
Capital suipius     67,617,585  
Retained income i    (30,881,893)  

Total equity      37,635.692 118 

Total debt plus equity    347,386,078 100.0 
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ERIE lACKAWANNA. LONGTEKM DE«T, DEC. 31. 1972^-CoiitinH«d 

II. SUMMARY OF LONG-T(KM OEBTi 

Total        Dae within Due after 
outstanding one year one year 

Funded debt unmatured  ,  
Equipment obHgationj    tS6,641,793      $9,502,460      $47,139,333 
Debt in default    250.608,950     250,608,950 
Amounts payable to affiliates        2.499,643         2,499,643 

Total    309,750,386        9,502,460      300,247,926 

< Details on following pages. 

III. Schedtile of long-term debt: 
A. Debt in default: 

(1) Erie R.R.—Ohio Division first 7, due 1980, 
Trustee—Cleveland Trust Co., coupon 
($1,000) registered ($1,000, $5,000, 
$10,000), not listed $10, 995, 000 

(2) Chicago and Erie R.R. 5 percent, due 1982, 
Trustee—^Man, Hanover, coupon ($1,000), 
registered ($1,000). Listed: New York, 
London, and Amsterdam Stock Exchange.    11, 997, 000 

(3) Erie R.R. 3H series F & G, Trustee—First 
National City Bank, coupon ($1,000) and 
registered ($1,000, $5,000, $10,000). Listed: 

/       New York Stock Exchange: 
., Series F due 1990.     32,830,000 

Series G due 2000     38,677,000 
(4) Erie R.R. general mortgage 4J^ A, due 2015, 

Trustee—Bankers Trust, coupon ($250, 
$500, $1,000) and registered ($1,000, 
$5,000, $10,000), Listed: New York Stock 
Exchange       27, 851, 000 

(5) Delaware, Lackawanna, and Western R.R. 
4 percent A, due 1993, Trustee—Marine 
Midland, coupon ($25, $100, $500, $1,000) 
and registered ($1,000 and multiples). 
Listed: Unlisted trading on American 
Stock Exchange        6, 265, 300 

(6) D., L., & W. R.R. 4 percent B, due 1993, 
• • Trustee—Marine Midland, denominations 

same as (5) above. Listed: Unlisted trad- 
ing on American Stock Exchange. Trading 
suspended in April 1970        2,020,950 

(7) Morris   and   Essex   R.R.   3^,   due   2000, 
Trustee—Morgan Guarwity, coupon 
($1,000), registered ($1,000), Listed: New 
York Stock Exchange     32, 640, 000 

(8) D., L., & W. R.R. collateral, 4 percent-6 per- 
cent, due 2042, Tmstee—First National Bank 
of Jersey City, coupon ($50, $100, $500, 
$1,000) and registered ($1,000 and multi- 
ples). Listed: New York Stock Exchange..     9, 567, 850 

(9) N.Y., L,& W. R.R. 4 percent Series A and 
4J^ series B, due 1973, Trustee—Marine 
Midland, coupon ($1,000), registerable as 
to principal. Listed: New York Stock 
Exchange: 

Series A ,     11,086,000 
Series B       7, 328, 000 

(10) D., L., & W. R.R. 5 percent series C, due 
1973, Trustee—Marine Midland, coupon 
($100, $500, and $1,000), registered ($1,000 
and multiples). Listed: New York Stock 
Exchange       4, 997,800 
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ERIE LACKAWANNA, LONG TERM DEBT, DEC. 31, 1972—Continued 

III. Schedule of long-term debt—Continued 
A. Debt in default—Continued 

(11) v.,   L.,   &   W.   R.R.   income   5,   due   1993, 
Trustee—Manufacturers and Traders 
Trust, Bufifalo, coupon ($100, $500, $1,000) 
and registered ($1,000 and multiples), 
Listed: New York Stock Eschange     $2, 2S3, 300 

(12) D.,  L.,   &   W.  R.R. VC and S V  Division, 
3 percent-5 percent due 1992, Trustee^— 
Morgan Guaranty, coupon ($100, $500, 
$1,000) and registered ($1,000 and mul- 
tiples). Listed: New York Stock Exchange.      1, 970, 900 

(13) Warren R.R. VA, due 2000, Tru.stee—^Ior- ' •    ' 
gan Guaranty, coupon ($1,000), register- 
able as to principal, Listed: New York 
Stock Exchange  974, 000 

(14) D.,   L.,   &   W.   R.R.   Warren   Division,   4 
percent-6 percent, due 1992, Trustee— 
Chemical Bank, coupons ($bO, $100, $500, 
$1,000) and registered ($1,000 and mul- 
tiples). Not listed  975, 300 

(15) D., L., & W. R.R. O. & S. Division, 4 percent- 
6 percent, due 1993, Trustee—United 
States Trust Co., coupon ($50, $100, $500, 
$1,000) and registered ($1,000 and mul- 
tiples), Not listed... _   678,650 

(16) D., L., & W. R.R. Penneylvania Division 4^ 
Series A, due 1980, Trustee—Morgan 
Guarantv, sold privatelv to Metropolitan 
Life Insurance Co ".       3,974,000 

(17) D.,  L.,  &  W.   R.R.  Pennsylvania  Division, 
series A 5 and series B 4>^, due 1985, 
Trustee—Bankers Trust, coupons ($100, 
$500, $1,000) and registered ($1,000 and 
multiples). Listed: New York Stock 
Exchange: 

Series A       2,302.700 
Series B       2,618,000 

(18) Erie R.R. income deb. 5, due 2020, Trusted- 
Union Commerce Bank, Cleveland, coupon 
($1,000) and registered ($100, $500, $1,000, 
$5,000, and multiples). Listed: New York 
Stock Exchange     26, 576, 200 

(19) Guaranteed    collateral    trust   notes   6%— 
guaranteed bv U.S. Government under part 

V loan program     12,000,000 

Total debt in default 250, 608, 950 

B. Equipment Obligations: 
Conditional   or   deferred   payment,   73   various 

Due within 1 vear        9, 502, 460 
Due after 1 year     47, 139,333 

Total equipment obligations     56, 641, 793 

C. Amounts payable to affiliates: 
(1) Dereco, Inc         2, 065, ,535 
(2) Pennsylvania Coal Co  206,718 
(3) Northwestern Mining and Excl. Co  227, 390 

Total payable to affiliates        2, 499, 643 

Total long-term debt 309, 750, 386 
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LEHICH VAUEY RR CO., LON&-TERM DEBT. DEC. 31, 1972 

I. DEBT TO DEBT PLUS EQUITY RATIO 

Amount Percent 

Debt: 
Long-term debt due witltin 1 year         $822,395 
Lont-term debt due after I year     98,643,898 

ToUllonj-term debt     99,466,293 75.9 

fqutty: 
Common stock „     60,760,756  
Capital surplus ,_ . 
Retained income    (29,114,714). 

Total equity     31,646,042 24.1 

Total debt plus equity      131,112,335 100.0 

'             '•                                          II. SUMMARY OF LONG TERM DEBT 1 

• ir. Total       Due within 
outstanding             1 year 

Due after 
lyear 

Tunded debt unmatured  
Equipment obligations „       7,388,530 822,395 6,566,135 
Debt in default      61,977,750       61,997,750 
Amount payable to affiliates „     30,080,013       30,080,013 

Total      99,466,293 822,395        98,643,898 

1 Det^ls on following pages. 

III. Schedule of long-term debt: 
,...   A. Debt in default: 

Mortgage Bonds: 
(1) Lehigh V. Term. Ry. 5 due 1979, Trustee— 

Manu.  Hanover,  coupon  ($1,000)  and 
registered  ($1,000),   Listed  New  Yorlt 

.    ..      . Stock Exchange  -.-$5,721,000 
(2) Lehigh and Lake Erie R.R. 4^ due 1994 

Tnistee—Chemical    Bank,    denomina- 
•• ••   • tions not given, not listed      1,899,000 

(3) Lehigh V. R.W. 4): due 1974, Trustee— 
..     ^.,,.         • Girard   Trust,   Phil.,   coupon   ($1,000) 

-    -         „ a"d   registered   ($1,000),   listed:   New 
'j,..                 • • •         '' York, Philadelphia-Baltimore-Washing- 

ton, and London Stock Exchanges     9,189,000 
,-.   , (4) Lehigh   V.   Harbor   Ter.   5   due   1984, 

Tnistee—First   National   City   Bank, 
;.. coupon   ($500,   $1,000)   and  registered 

• ($1,000 and multiples), listed New York 
Stock Exchange     4, 765, 000 

•      (5) Lehigh V. R.R. 4^ due 1989, Trustee— 
.Fidelity  Bank,  Philadelphia registered 

•   - ($1,000), listed: Philadclpliia-Baltimore- 
'• •    • Washington Stock Exchange -.    1, 988, 000 

(6) Lehigh  V.   R.R.   gen.   cons,   due   2003, 
Trustee—Chemical Bank, coupon ($250, 

• . • •      .    $500, $1,000) and registered ($1,000 and 
•     -   multiples), listed: New York and Phil- 

adelphia-Baltimore-Waflhington     Stock 
Exchanges: 

Series A 4     4,925,000 
Series B 4!.i ^.     2,051,500 
Series 0 5     1,723,750 
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LEHIGHVAlLCr RK CO., LONQ-IERM DEBT, DEC. 3^1, 197>-«0lltinuwl 

III. Schedule of long-tenn debt—CDntiaued 
A. Debt in default—Coatiaued ... 

Mortgage Bonds—Continued 
<7) Lebigh V. K.K. gen. cons, due 2003. 

Trustee—Chemical Bank, coupon ($250, 
$500, $1,000J and rcKiBtered ($1,000 and 
mullAplee), Ueted: iiew York a,ad Phil- 
adelphia-Baltimore-Washington Stock 
Exchanges: 

Series D 4 $10, 475, OOO' 
Series E4H- -     4,*M,250 
Series F 5-...     3,«!;250 

Total mortgage bonds -...^ »«, 7«, 750 

U.S. guarant«ed loans (in default): 
(1) Serial collateral notes due 1974  2, 800, 000 
(2) Collateral trust notes 5 due 1975  2, 664, 000 
<3) Marine midlaad trust 4J4 due 1970..  1, 125, OOO 
(•4) Collateral trust notes—Marine Midland.. 2, 531, 000 
(6) Serial collateral trust notes—4% Marine 

Mtdtend     2,1«5, 000 

Total U .S. guaranteed loans in default. 11, 2S&, 000 

Total debt in default 61, M7, 750 

B. EqmpmeBt Obligations, 
Conditional or Deferred Payment Contracts: 

Due within 1 year         822, 395 
Due after 1 year...     6, 566, 135 

Total equipment obligations. .    7, 388, 530 

C. Amounts payable to aflfiliates: 
(1) Ironton Ilailroad Corapany^opcn account  65, 409 
(2) Penn Central Co. prior amounts due through 

June 21, 1970—date of P. C. reorganization. 16, 391, 803 
(3) Penn Ontral Co.—Amounts due suMequent to 

reoroanization date ^.  10, 553, 733 
(4) Penn  General Co.-^-redemption of Pa..  N.Y. 

Canal and R.R. Co. Cons. Bonds—April 1, 
1969  2,809,844 

(5) Abalan CocporHtion-—^rpen account  2,775 
(6) Lessees Buffalo Creeks-open account  256,449 

Total amountfl payable to affiliates 30, 080, 013 

Total long-term debt.....^  99, 466, 293 

PENN CENTIiAL TRANSPORTATION CO., LONQ-TEKM 0E8T, BEC. 31. 1972 

I. DE6T TO DEBT PlUS EQUITY HRTIO 

Anwunt Pwrant 

D«M: 
Lonj-terra debt (fo« wHMn 1 ye«r ;.•. ^ ^ ..      $57,574,502 . 
Ung-term d«M4ue aftw 1 y«»r ...^ 4..., .     1,860,582,071 . 

Totil lonj-term debt _  1.918,156,573                    69.1 
tqultyt 

Comlnen «tock „.«. ^       241,137,030  
Caprtet surplus   „    1,090,013,568  
Rrtshied Income -      (474,488,827)  

Tom equity       856,661,771 30^ 

Total debt plus equity    2,774,818,344 100.0 



PENN CENTRAL TRANSPORTATION CO.. LONG-TERM DEBT, DEC. 31, 1972—Continuwl 

II. SUMMARY OF LONG-T RM DEBT > 

ToM Due within Due after 
outsiandini 1 year 1 year 

Funded debt unm8tiired......ti.^^ L^  L  «M, 172,717         $1,164,339 H62.008.378 
Equipment obligationi .,, ,.  346,849,312         56,410,163 330,439,149 
Receivers'and trustees'sectirftni       100,000,000  100,000,000 
Debt in default. i    1,103,338,819  1,103,336,819 
Amount payable to affiliates _^. ..^.^       164,797,725  164,797,725 

TOta    1,»I8,1»,573 57,574,502      1,860,582,071 

> Details on following pafe*. 

III. Schedule of long-term debt: 
A. Debt in default: 

Mortg&ge Bonds: 
(1) Carthage and Adirondack R.R. first 

gold 4 percent, due 1981; Trustee— 
Manufacturers Hanovw Trust Ck)., 
N. Y., coupon, $1,000; re^terable to 
priBcipal; also fuUy registerable 
Listed: New York and London 
Stock Exchanges   $860, 000 

(2) Kattftwha   and   Michigan   R.R.   Co. 
first gold 4 percent, due 1990; 
Trustee—Manufacturer Hanover 
"frust, coupon, $1,000; registerable 
as to principal listed: New York 
Stock Exchange   1,539,000 

(3) Mohawk  and   Slalone   R.R.   consoli- 
dated gold 3V4 percent, due 2002, 

' Trustee—Morgan CJuaranty, coupon 
($1,000), registered ($1,000, $5,000, 
$10,000). Not listed   3, 068, 000 

(40 New Jersey Junction Railroad Co. 
,, first gold 4, due 1986, Trustee- 

Morgan Guaranty, cotipon ($1,000), 
registered ($1,000) Listed: New 
York Stock Exchange  1, 178, 000 

(5) New York and Putnam R.R. first con- 
solidated gold 4, due 1993, Trustee— 
Manufacturer Hanover, coupon 

. $1,000,   registerable.   Listed:   New 
York and London Stock Exchanges. . 1, 574, 000 

(8) New York Central and Hudson River 
R.R. gold 3}i due 1997, Trustee- 
Manufacturer Hanover. coupon 
($1,000) and registered ($1,000, 

. «.5,000j $10,00(D, $50,000). Listed 
New York and London Stock Ex- 
changes         75,762,000 

(7) New York Central R.R. Hudson River 
R&I 4^i, series A, due 2013, Trustee- 
Morgan Guaranty, coupon ($500, 
$1,000'' and registered $1,000, $5,000, 
$10,000, $50,000). Listed New York 
Stock Exchange        92,908,000 

(8) N.Y.C. R.R. ref. and impr. 5 percent 
series C due 2013, Trustee—Morgan 
Guaranty, coupon ($100, $500, 
$1,000) and registered ($1,000, 
$5,000, $10,000, S.SO.OOO). Listed 
New York Stock Exchange        63, 966, 000 
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PENN CENTRAL TRANSPORTATION CO., LONG-TERM DEBT, DEC. 31, 1972—Continued 

III. Schedule of long-term debt—Continued 
A. Debt in default—Continued 

Mortgage Bonds—Continued 
(9) Penn   R.R.   gen   4yi   D,   due   1981, 

TnLStee—Girard  Trust  Bank  Phil- 
adelphia, Pa., coupon ($1,000) and 
registered   ($1,000,   $5,000,  $10,000 
and   multiples   of   $10,000).   Listed 

,'    . •      . .           New   York   Stock   Exchange   and 
-•   -                 Philadelphia, Baltimore, and Wash- 

,     ,     , ington Stock Exchange       $43,641,000 
(10) Penn   R.R.   gen   4^^   E,   due   1984, 

Trustee^Girard Trust, coupon 
($1,000) and registered ($1,000, 
$.5,000 and multiples of $5,000.) 
Listed New York Stock Exchange. . 36, 143, 000 

<11) Penn R.R. gen. 3"s F, due 1985, 
Trustee—Girard, coupon ($1,000) 
and registered ($1,000, $5,000, 
and multiples).  Listed  New  York 
Stock Exchange         45,278,000 

(12) Penn   R.R.   gen.   3   G,   due    198.5, 
Trustee—Girard Trust Bank, cou- 

' pon ($1,000) and registered ($1,000 
and multiple-s). Not listed         42,724,000 

<13) Penn  R.R.   gen.  4'i   H,   due   1986, 
'   Trustee—Girard  Trust,  both cou- 

••'•  ' pon  and  registered   ($1,000).  Not 
listed ._    8,666,000 

'•      (14)  Penn  Central  Co.  first  mortgage  5, 
'•             •'                                 due 1994, Trustee—FideUty Bank- 

Philadelphia, registered ($100, $500, 
$1,000). Not listed         34,025,800 

(15) New York, New Haven and Hartford 
.,  „ R.R.   Harlem   River 4%   A,   due 

• ••"• " 1973 Trustee—United States  Cto., 
New   York,  coupon,  ($1,000)   and 
registered <$1,000, $5,000, $10,000, 
$.50,000,    $100,000).   Listed:   New 

.... York Stock Exchange  6,647,000 
(16) West Shore R.R.  Co. 4, due 2361, 

Trustee—Manufacturer     Hanover, 
coupon   ($1,000),  registered   ($500, 

'                     $1,()00, $10,000). Listed New York 
I       .       , Stock Exchange...         33,016,500 

Total mortgage bonds in default.     490, 996, 000 

Collateral trust bonds: 
(1) New   York   Central   R.R.   collateral 

trust    due     1980.    Trustee—SUte 
Street Bank and Trust. Not listed. 

'      • • 5ii   percent,   b%   percent   and   6.0 
percent          18,937,125 

(2) N. Y. C. R.R. collateral trust 5 percent 
due 1974 (Guaranteed under part V 
authority ICC act)          16, 900, 000 

, . . (3) N.Y. C. R.R. 6 due 1990. Trustee- 
Irving Trust, coupon ($100, $500 
and $1,000) and registered ($1,000). 
Listed New York Stock Exchange, 
balance $7,799,900. Portion in de- 
fault $800,000  800,000 
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PENN CENTRAL TRAtiSPORTATION CO.. LONG-TERM DEBT. DEC. 31, 1972—Contlnu«d 

III. Scbedale of long-term debt—Continued 
Debt In default—Continued • • 

Collateral trust bonds—Continued 
(4) Penn Central 6V2, due 1993, Trustee- 

Irving  Trust,   coupon   ($100,   $.500, 
$1,000) and registered $1,000, listed 
New Yorlc Stoolc Excliange. Balance 

.    .    •. ,•   . $7,641,800.      Portion     in     default 
"  •• . $728,000 -...  $728,000 

Total collateral trust bonds        37, 365, 125 

Miscellaneous obligations: 
,  .•• (1) Pittsburgh  National   Bank,   maturity 

dat<> 1970, interest rate 4)2 percent.. 72, 222 
(2)  Central   Penn   Nat'l   Bank,   maturity- 

date 1973, interest rate various           2, 327, 500 
, (3) Eurodollar    Credit    and    Agreement, 

maturity date 1973, interest rate         50, 000, 000 
(4) First   Nat'l   Bank   of   Akron   Ohio, 

maturity   date   1971,   interest  rate 
4H percent ._- .  130,000' 

(5) First Nat'l Citv Bank N.Y., maturity 
date 1970, interest rate 44 percent—        30, 400, 000 

(6) First Nat'l Citv Bank N.Y., maturity 
• . date 1971, interest rate various       300,000,000 

(7) Nat'l Shawmut Bank, Boston, maturity 
date 1974, interest rate %'arious  2, 120, 000 

(8) Pennsylvania Company, maturity date 
1974, interest rate 9'4 percent         49, 000, 000 

.   • Total       434,049,722 

Short-tenn notes: 
(1) Commercial paper          82,530,000 
(2) 27 various banks — —        58, 072, 667 

Total short-term notes       140, 602, 667 

Funded debt matured: 
Various issues—total  323, 005 

Total debt in default  1, 103,336,819 
B. Funded debt unmatured: 

Mortgage bonds: 
(1) Boston and Albany R.R. Co. improve- 

ment 4V'2 due 1978, Trustee—New 
England Merchants and Bank and 
Trust Co. Boston, coupon ($1,000) 
and registered ($1,000, $5,000, and 

» $10,000). Listed: Boston Exchange-- 5,041,000 
(2) Boston and Providence R.R. Mortgage 

i}i, due 1978    1,650,000 
(3) Lake  Shore  and   Michigan   Southern 

R.R. 3K, due 1997, Trustee—Irving 
Trust, coupon ($1,000) and reg- 
istered ($ 1,000 and multiples)        43, 357, 000 

(4) Mohawk and Malone Ry, 4, due 1991, 
Trustee—Irving      Trust,      coupon 

\ ($1,000), registered as to principal. 
: Listed:    New    York    and    London 

Exchanges    1,489,000 
•      ', ..      (5) N.Y.C.    R.R.    Ons.   4,   due   1998, 

Trustee—Bankers     Trust,     coupon 
.   •••        „  . ($1,000)    and    registered    ($1,000, 
• - $.5,000,   $10,000,   $50,000).   Listed: 

New York Stock Exchange        62, 885, 000 
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PEHH COORAUTRANSPORTATION CO,, LONG-TWM.OEBT. DEQ, 31, 1972—ContInu«L 

III. Schedule of long-term debt—Contumed . . 
B. Funded debt unmatured—Continued,, i""f'f •s/i'- 

Mortgage Bonds—Continued 
(6) N. Y.C. and H.R. R.R. Lake Shore 3^,- 

due 1998, Trustee—Morgan Guar- 
anty, coupon ($1,000) and reg- 
istered ($1,000, $5,000, $10,000, 
$50,000). Listed: New York and 
London Exchanges       $15, 605, 000 

(7) N.Y.C. & H.R. R.R. Mich. Cent. 3H, 
due 1998, Trustee—Morgan Guar- 
anty, coupon ($1,000) and reg- 
istered ($1,000, $5,000, $10,000, 
$50,000). Listed: New York and 
London Exchanges         17,101,000 

(8) Sturgis Goshen & St. Louis R.R. 1st 
3, due 1989, Trustee—Manufacturers 
Hanover, coupon ($1,000), not listed- 4, 000 

Total mortgage bonds       147, 032, 000 

Collateral trust bonds: 
(1) N.Y.C. R.R. collateral Trust 6, due 

1990, balance $7,799,900 (portion in 
default $800,000). Trustee—Irving 
Trust, coupon ($100, $500, $1,000) 
and registered ($1,000), Listed New 
York Stock, Exchange .   6, 999, 900 

(2) Penn Central collateral trust 6H due 
1993, balance $7,641,800 (portion in 
default $728,000), Trustee—Irving 
Trust, coupon ($100, $500, $1,000) 
and   registered   $J,00Q,   Usted   New 

•    Ywk Stock Exchange   6,913,800 

Total coUateral trust boads.         13, 913, 700 

Miscellaneous obligations: 
Various issues—total  -  2,227,017 

Total funded debt unmatured       163, 172, 717 

C. Equipment-obligations: 
Equipment trust certificates: 

•   26-various issues maturing: 
Within 1 year....----  8, 343, 960 
After. 1 year          55, 019, 920 

Subtotal -         63, 363, 880 

Conditjpnal sales agreements: 
57 various issue? maturing: 

Within 1 year 1         48,066,203 
After 1 year..-, ^        275, 419, 229 

aihtotal -        323, 485, 432 

Total equipment obligations  .      386, 849, 312 

D. Receivers and trustee securities: 
^enn Central transportation guaranteed certifi- 

cates   guaranteed   by   DOT   pursuant   to 
"Emergency Rail Service Act of 1970": 

(1) 6^< percent due 1976.         50,000,000 
(2) 7.05 percent due 1986..        50, 000, 000 

Totjd receive^ ap^,tnistw> securities       100, 000, 000 
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PENN CENTRAL nUMSPORTATION Ca. LOMG-TEMI DEBT, D£C. 31, IV72—Continuad 

III. Schedule of long-term debt—Continued 
£.  Amount payable to afSliates: 

(1) American Contract Co..  $17,315,000 
(2) Beech Creek R.R. Co  3,297,224 
(3) Chgo., Kal. & Sag. Ry. Co  532, 045 
(4) Chgo., Harrisburg Coal Co  175, 000 
(5) Clearfield, Bituin Coal Co  5, 129, 098 
(6) Cleveland APgh. R.R...  6,659,944 
<7) Cleveland, Cinn., Chgo. dc St. Louis R.R. 4, 727, 929 
(8) Delaware R.R  984,568 
(9) Dispatch Shops   2,676,318 

(10) Excelsior Truck Leasing Co  150, 000 
(11) Indianapolis Union Ry. Co  50,000 
(12) Little i\Iiami R.R. Co...   4, 158, 906 
(13) Merchants Despatch Trans. Co  1, 350, 000 
(14) Michigan Central R.R...  40, 059, 624 
(15) New York & Harlem R.R  1, 798, 835 
(16) New York Connecting R.R  2, 160, 210 
(17) Northern Central R.R   18,455,516 
a8> Pgh & Lake Erie R.R  12, 799, 982 
(19) Penndel Co     13,619,495 
(20) Pgh., Ft. Wayne & Chgo Ry..  37, 115, 563 
(21) Providence Produce Whse  389, 530 
(22) St. Lawrence & Adirondack   614, 170 
(23) Terminal Realty Penn Co  214, 506 
(24) West Jersey & SeashoFB R. R. Co  364, 262 

.   . -          Total amount payable to affiliates  164, 797, 725 

Grand total long-term debt  1, 918, 156, 573 

BEADING CO., LONG-TERM DEBT, DEC. 31, U72 

I. DEBT TO DEBT PLUS EQUITY RATIO 

Amount Parcent 

Lsna-term dtbt due wittilnl year     J2,150,K7 . 
Long-term debt due after 1 year „. ,...      92,604,713 . 

Total :      94, TBS, 580 39. ( 

Equity: 
Common stock        69,989,100   
Preferred stock , ,         69,961,7S»   
Capital .'surplus... ,.    793,943 _., 
Helaiiiedincom*...., . ., _...„.        j; 757,560  

Total equity _      144,502.353 60.4' 

Total debt plua equity  239,257,933 100.0 

II. SUMMARY OF LONG-TERM OEBTi 

Total 
outttending 

Oaa wftMn 
lyear 

Doe after 
lyaM. 

Funded debt unmatured-.          J53,403           $20,000 »33,403 
Equipment oblitations  11,588,108       2,130,W7 9,*57,2«1 
Debt indelault   _   82,070,000  82,070,000 
Amount payable to aimiata       1,044,069  1,044,069 

ToilU ^^^^   94,755.580       2.150,867 92,604,711 

> Details OS lollowjnt pages. 
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READING CO., LONG-TERM DEBT, DEC. 31. 1972—Conttnuid ; 

III. Schedule of long-teim debt: "• •   . • 
A. Debt in default: •, ... 

Mortgage bond; - 
. Reading Co. first and refunding 3H Series D, 

due 1995. Trustee—Manufacturers Han- 
over Trust Co. Both coupon ($1,000) and 

. . registered ($1,000, $10,000 and authorized 
multiples of $1,000) listed on the New 
York and Philadelphia-Baltimore-Wash- 
ing Stock Exchanges  $54,070,000 

Obligation held by U.S.  Government resulting 
from part V loan default: 

...   Beading Co. collateral trust notes, due 1969- 
78     28,000,000 

.    .'.   .        ..   "'  .'. Total debt in default      82,070,000 

B. Funded debt unmatured: 
,             Miscellaneous obligations—Cornwall R.R.  due 

.     . Nov. 1, 1974  53,403 

C. Equipment obligations: 
Conditional   or   deferred   pajTnent   contracts 

(various): 
. Due within 1 year.        2,130,867 

Due after 1 year       9,457,241 

Total equipment obligations     11,588,108 

D. Amount payable to affiliate: 
Eastern Real Estate.   2 
Ironton Railroad Company  65,739- 
Port Reading Railroacl Co..  774,149 
Port Reading Railroad Co. property taxes  204,179 

•    •• Total payable to affiliates        1,044,069 

Total long-term debt     94,755,580 

. Mr, ADAMS. Any other questions, Mr. Skubitz? 
Mr. SKUBITZ. NO. 
Mr. ADAMS. Mr. Shoup, do you have any other questions? 
Mr. SHOTJP. No. Thank you, Mr. Chairman. 
Mr. SKUBITZ. Mr. Chairman, I have no questions, but I would 

like to make one statement^ if I may, at this moment. 
As we begin these hearmgs, Mr. Chairman, I am trying to lay 

down certain precepts that are going to be my guide in trying to 
determine my ultimate actions. My first point is that I believe under 
the free enterprise system, of course, anybody has got the right to 
succeed, and everybody has the right to fail, so I don't think we owe 
any great obligation to the creditors or the stockholders. I don't 
want to hear sob stories from either. 

I do think the Congress has an obligation to the public to maintain 
an adequate transportation system. I think our guide here must be 
what railroads are absolutely necessary to maintain and on what 
basis. What might be necessary, what is desirable, and what is simply 
obsolete. 

I do not yet understand that the Government has any obligation 
to take over lines that are obsolete, or even those that are desirable. 
I think we have got to maintain the main arteries. That brings me 
down to the line of questions that Mr. Adams made. 
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I "wonder whether the Government should take over the entire 
line or system, or whether it is necessary only to take over just the 
principal artery? Should we not look further dowTi the road on taking 
over all of the main arteries on a lease-back basis from each of the 
main railroad companies. Some of them appear to be under the im- 
pression that they should maintain the track only to the bare mini- 
mum of what is necessary. If we are going to get into the business 
of maintaining the type of roadbed that is necessary for Amtrak, 
perhaps our approach must be different. 

I have the feeling that the manner in which the Postal Corpora- 
tion is now operating, Mr. Chairman, we may eventually have to 
go back to usmg rails. We would then need to maintain the tracks 
in such a way that we can get the mail across the country at least 
•for all classes except first class or air mail. 

From a safety standpoint it will be necessary to have some control 
over the main rail arteries. I woidd much sooner that perhaps the 
railroad should maintain principal rail arteries on a lease-back basis 
vmder Government oversight. Perhaps during some future recession 
period people can be put to work on a job doing useful work in main- 
taining roadbed rather than the type we have done in the past. 

I would (luring the course of these hearings welcome comments 
and suggestions on these points. I would appreciate them. 

Mr. ADAMS. Mr. Shoup. 
Mr. SHOUP. Yes, I would, too, Mr. Chairman. 
Just general questions, Mr. Chairman. Some time I hope that you 

•will look into this. 
No. 1, you are speaking of something which I agree very much 

"with is the total concept of intermodal transportation. I am wonder- 
ing though if you fully are considering the problem of the operating 
real estate as opposed to the rolling stock. In fact, that we have some 
which is public and another that is private. Is this not quite a problem 
that is almost insurmountable, until we can resolve it? 

Do you follow my line of reasoning when we speak of the highways, 
•we are talking of public real estate—a right of way, in other words— 
whereas we are now speaking of private right of way, profitmaking 
•on this particidar piece of real estate. Does this notpresent a problem? 

Mr. BROOKS. We have an ongoing system. We have grown up 
with the higliways and the waterways paid for with public fimds, 
T^'hile the railways have been under private hands. Now we are de- 
viating somewhat from the ongoing system, and I think we have to 
loe careful iri doing that. 

Mr. SHOUP. Thank you. 
Mr. AD.MMS. Thank you, Mr. Chairman. 
Mr. Dixon, you had something. 
Mr. DixoN. I don't have any questions, Mr. Adams, but I want to 

let Chainnan Stafford know of a meeting I had the other day with 
Mr. Chandler and Mr. Kahn. We went in to see Chairman Staggers, 
And without any vote by the 11 members of the Commission we 
iigreed that the ICC is an independent agency, it is an arm of Con- 
gress, and that in the area of surface transportation the ICC would 
work with us on the substance of legislation and also provide tech- 
nical assistance to the committee. 

Is that agreeable? 
Mr. CHANDLER. Be happy to do that. 
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Mr. STAFFORD. We have always considered oiirselyes an arm of the 
Congress. 

Mr. ADAMS. Thank you, Mr. Chandler and Mr. Stafford. 
The subcommittee b adjourned until tomorrow at 10 o'clock. 
[Mr. Adams' prepared statement follows:] 

STATEMENT OF HON. BROCK ADAMS, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OP WASHINGTON 

Mr. ADAMS. Mr. Chairman, these hearings begin almost 3 years 
after the Penn Central went bankrupt. This major rail carrier in the 
East, one of the largest in the world, has remained in limbo while a tra- 
ditional reorganization was attempted within the private sector. The 
Congress has only acted in emergencies, responding to crises as they 
appeared. 

The bankruptcy of the Penn Central has been accompanied by that 
of the other and smaller roads in the Esat, the Lehigh Valley, the 
Reading, the CNJ, the Erie Lackawaima, and the Boston and Maine, 
for almost 3 years I have seen this crisis deepen, and now the Congress 
must immediately deal with the threatened collapse of basic rail trans- 
portation in the East. 

The attention Congress has been forced to give to the fate of the 
rail system in the East demonstrates the importance of this transpor- 
tation system to the region and to the Nation. We have passed strike 
moratoriums, we have guaranteed loans, we have directed studies— 
all to keep this system going by hook or by crook, with paper clips or 
chewing gum. One thing has been clearly understood: if rail trans- 
Eortation stops in the East, the economy stops—plants begin to shut, 

ghts begin to dim, stores begin to empty of food. Men and women are 
put out of work. 

So far the Congress has refused to let this rail service be stopped 
either by labor stnke or financial bankruptcy. In the past 3 years there 
has been the dominant hope that these patchwork solutions would 
bring an end to the chronic railroad crisis; that Band-Aids would heal 
the wound; and that free enterprise and the private sector with limited 
governmental aid would bring the Eastern railroads back to health. 

These last 3 years have shown that this hope was wrong and that we 
have only postponed the evil day. We are now faced with the very real 
possibihty that operations on the bankrupt lines will cease and that 
these lines will be liquidated by court order. 

I do not think the economy of the East could survive the transpor- 
tation chaos which would follow a series of Uquidations. It would take 
time for the fragments of the bankrupt railroads to be picked up and 
sorted out by the stUl-solvent railroads who might wish to buy them. 
This time—months or perhaps years—without assured service would 
do irreparable harm to the shipper, the manufacturer, and ^e com- 
munities who depend on rail service. Yet it is exactly this transporta- 
tion disaster which we now face. 

liike it or not, the solution to the railroad crias in the East is again 
before the Congress, and this will be the last time. The parties in- 
volved—labor, management, shippers, rail creditors, State and local 
governments—are now turning to Congress for action and for a 
decision. 
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There is one hope to be taken from the seriousness of the situation. 
It has made all concerned face the fact that basic measures must be 
taken to preserve and continue basic rail service in the East. Nearly 
all parties are agreed that the rail system in the East is overbuilt, 
has too much track to serve present needs and must be changed from 
a 19th century rail monopoly into a transportation service of the 20th 
century, ready to meet the needs of the 21st. So we are ready to 
discard the status quo and to look at fundamentals. We must be 
ready to look at rail transportation not as a tangle of private corpora- 
tions each struggling, and failing to survive, but as a network of 
essential transportation. We must be willing to look at the problem 
as one of regional transportation needs not as that of the survival 
of a particular corporation. 

From this final crisis we can shape a sensible solution which will 
assure a basic rail transportation service in the East for years to 
come. Or we can do notlung and let the Devil take the hindmost. I 
do not think we can do nothing, but I hope we will not be driven 
to hasty or impractical solutions. At this point there have been 
outlined solutions at two opposite poles—a free market free enterprise 
solution, with the chaos that would entail and at the other extreme, 
nationalization, with all its cost and inefficiency. I do not favor 
either extreme. I hope and believe that a way can be found that goes 
between these two extremes—a way that will use private resources to 
the greatest extent possible and government aid only where necessary. 

The purpose of  these hearings is to develop  a solution  to  the 
Sresent railroad crisis in the East and prevent a future crisis in the 

lidweat and Far West. There are certain common points of agree- 
ment on the goal: railroads in the East must first be reduced in 
size and adapted to the economic needs of the region. Then we must 
look at the overall transportation system so this committee can 
decide how to best achieve this end. Beginning this week we will 
hear the suggestions of the ICC, and tomorrow of the DOT. These 
ideas will be followed by many others. They are two basic issues 
to be decided, and I hope my colleagues will have these in mind 
in reviewing the many detailed proposals we will receive. They are: 

(1) How much Federal aid is needed and what form this aid 
should take; and 

(2) What process, which allows a fair hearing to all should be 
created to determine what essential rail service will be continued. 

The decision will be on what essential rail service is needed and 
will be continued in the East. It is of critical importance that we 
establish a fair method of deciding on that service—one that will 
consider pubhc convenience and necessity as well as simple eco- 
nomics—and also that we establish what Federal commitment will 
be needed to maintain that essential rail service. These are the basic 
questions and the questions the Congress must decide. 

[Whereupon, at 12:10 p.m., the subcommittee adjourned, to recon- 
vene at 10 a.m., Tuesday, April 17, 1973.] 





NORTHEAST RAIL TRANSPORTATION 

TUESDAY, APKIL  17,  1973 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 
2322, Raybum House Office Building, Hon. Brock Adams, presiding 
[Hon. John Jarrnan, chairman]. 

Mr. ADAMS. The subcommittee will come to order. 
This is a continuation of the hearings which started yesterday- 

morning on the railroad system of the United States, the Jlortheast 
quadrant in particular. 

It is our pleasure to welcome this morning to the subcommittee 
the Secretary of Transportation, Mr. Claude S. Brine»ar. 

Mr. Brinegar, we look forward to your testimony. If you wish to 
summarize and place yom: statement in the record, the committee 
will be happy to do that. If you prefer to proceed with it, the committee 
will receive it in whatever fashion you wish to present it. 

Will you please, for the record, introduce your associates so that 
the record will reflect it, if other individuals make some remarks 
during the course of the hearing? 

STATEMENT OF HON. CLATJDE S. BRINEGAR, SECRETARY, DEPART- 
MENT OF TRANSPORTATION; ACCOMPANIED BY JOHN BARNTIM, 
GENERAL COUNSEL; JOHN W. INGRAM, ADMINISTRATOR, FED- 
ERAL RAILROAD ADMINISTRATION; AND ASAPH HALL, SPECIAL 
ASSISTANT TO THE SECRETARY 

Secretary BIUNEGAR. Thank you, Mr. Chairman. 
With me today is John Bamum, General Counsel of the Department 

of Transportation; Mr. John W. Ingram, Administrator of the 
Federal Railroad Administration; and on my far right is Mr. Asaph 
Hall, my Special Assistant. 

Mr. Chairman and members of the committee, I appreciate this 
opportunity to appear before you today. 

On March 26, in response to Senate Joint Resolution 59-2, the 
Department of rTransportation submitted to Congress a report on 
the Northeastern railroad problem. Today I will review this report's 
recommendations and also comment on some related proposals and 
problems before the committee. 

Iti^is well known that the Northeastern railroad situation has 
been^developing over a long period of time. We believe that the 
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magnitude of the problem and the urgency for action are attributable 
in large part to past failures to face up to the many difficult questions 
involved. In our report, we endeavored to focus on the key elements 
of the problem and to make recommendations for action that would 
lead to a viable, long-term solution. 

We do not claim that our report provides all the answers, or that 
each detail in our list of recommendations is exact. What we are 
trying to do is to lay out a procedure for action, rather than a precise 
cook-book type formula. We are convinced that no one is capable of 
prescribing such cook-book details at this point. Such details, plus 
the responsibilities of the affected pai-ties, cannot really be pinned 
down until the necessary early steps have been taken. Our recom- 
mendations are aimed at getting tnese early steps underway—and 
underway promptly enough to give the judges and the trustees 
sufficient confidence in the direction of progress so that they can 
postpone the threatened shutdown and liquidation. 

An essential objective is to find a solution that is within the broad 
framework of the private sector. However, let me stress that this 
does not mean a hands-off attitude on the part of the Federal Govern- 
ment. What it means is that all affected parties—including the Fed- 
eral Government—must work together to find the way out, with the 
abilities and resources of the private sector used to the maximum. We 
beHeve this approach properly protects the essential public interest, 
the private sector rail transportation system and the Nation's tax- 
pavers. 

feefore describing the broad outline of our proposal, I think it 
would be appropriate to briefly review the major conclusions of our 
report. Our eight key conclusions were as follows: 

1. The Nation's private enterprise rail system, while suffering under 
many long-term burdens, is neither dead nor dying. Despite serious 
problems m the Northeast, many healthy rail companies are doing 
well and showing signs of further gains. 

2. Rail nationalization is unnecessary and would solve little, except 
perhaps hide some of the short-term Northeast area problems imoer 
the bed of the Federal budget. Experiences elsewhere indicate that 
nationalization only means increasing subsidies and declining resource 
efficiency—somethmg our Nation can ill afford. The largely state- 
owned rail systems of Japan, Britain, Germany, France and Italy 
now report losses that in total exceed $2 billion per year. Nor do we 
believe that partial or piecemeal nationalization, such as buying only 
the roadbeds of the bankrupt or ill carriers, is proper. It is awfully 
hard for the Federal Government to become a 'limited partner" 
in a private enterprise operation, for one thing almost inevitably 
leads to another. Likewise, such piecemeal nationalization would 
weaken—and perhaps destroy—the vigor of the private enterprise 
companies that would be forced to compete with this federally 
backed operation. 

3. Without question, we face a short-term rail crisis in the North- 
east. Six of the class I rail carriers in this area are in bankruptcy, and 
the major one—the Penn Central—is on the verge of court-ordered 
liquidation in order to prevent further erosion of the creditor's 
estates. 

Correcting this short term problem would require cooperative and 
public-spirited action by all parties involved—Congress, the adminis- 
tration, the States, regulators, labor, creditors, shippers and the courts. 
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4. If there were a complete and abrupt Penn Central shutdown, the 
Northeastern area would, in the short term, feel the impact quite 
significantly. However, given the ability to make necessary adjust- 
ments to equipment and routes, other rail carriers and trucks would, 
in time, willingly step in and pick up most of the slack. The Penn 
Central Co., per se, is not essential, though much of the rail service 
provided over its mainline tracks is. 

5. While the Northeast has lost some of its rail freight business in 
recent years, the overall freight total remains quite large. Certainly 
it is large enough to support one or more new private sector rail 
systems that could be developed from the various systems owned by 
the six bankrupt carriers. It should also be possible, and it certainly 
is desirable, to continue rail competition in high-density markets. Our 
studies suggest that, if permitted to emerge unencumoered from the 
tangled web that now embraces the Northeast carriers, a new entity 
or entities would generate sufficient profits and be able to raise suf- 
ficient cash to finance operations and expansion. 

6. The streamlining process will lead to a reduction in rail emploj'ees 
and to some coinmumty and shipper problems. We recognize that 
plans concerning adequate job protection or compensation to the 
affected employees will need to be developed. These plans will require 
consultations with management and employee representatives as well 
as with the trustees and creditors of the bankrupt estates. Likewise, 
special studies will be needed to determine the extent of the problems 
oi communities and shippers and how best to handle this period of 
transition. 

7. The emergence of a healthy, streamlined rail system as a new 
ongoing company would significantly add to the value of the total 
estates of the six banki'upt carriers. This added value, plus the proceeds 
from prompt Uquidation of the remaining pieces, including sales of 
assets to other railroads, should provide a sufficient total to permit the 
various claimants to work out equitable divisions of the values. Such 
incentives as special tax allowances and short term suspensions of 
certain time consuming procedures should encourage the parties to 
resolve their diffierences in a reasonable time period. We believe that 
our plan provides for those incentives—that it helps to create the 
machinery and oils the geai-s. 

8. Looking beyond the immediate problems of the Northeast, it 
is clear that significant changes are needed in the regulatory framework 
if rail systems throughout the Nation are to avoid the problems of the 
Northeast and to become the really effective private sector competitors 
they are capable of being. Our report contains several specific 
recommendations for these needed regulatory changes. 

Turning now to the streamlining procedure, the basic steps that we 
recommend are as follows: 

First, it is necessary to identify the core rail service that it is 
proper to preserve in the Northeast, based on the concept of long 
term economic efficiency in the use of transportation resources. The 
major factors to take into account are the amount of rail service that 
is presently being used or expected to be used; whether rail service is 
more economically efficient than available transportation alternatives; 
the need for achieving rail service that is economically self-sustaining; 
and the need to preserve competition between railroads in muikets 
with heavy rail traffic. 
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We propose that the Secretary of Transportation be empowered to 
identify this core service, with provisions for the input of views by 
all interested parties. We beUeve that 90 days is adequate time for 
this step. 

Second, it is necessary to establish a procedure to enable the 
bankrupt railroads of the Northeast to cut through the problems 
caused by current procedures appUcable to the restructuring of 
bankrupt railroads and establish or reshape operating entities capable 
of providing the designated core service. We propose the establish- 
ment of a new private corporation, whose board of incorporators 
would be appointed by the President. This Board would select assets 
from the bankrupt carriers that are needed to provide, as a minimiim, 
the core rail service, plus such other services as they find economical- 
ly justifiable. Bankrupt railroads would be permitted to terminate 
rail service not included in the core system within a specific time 
period and without ICC approval. However, to prevent immediate 
disruptions, shippers, communities, and others would be aflforded the 
opportunity to provide for the continuation of service not included 
in the core by agreeing to compensate the carriers for the losses 
incurred in continuing the service. 

The Board would then proceed to design in specific detail one or 
more rail systems in the Northeast based on the Secretary's core. 
In designing the system the Board would apply two criteria: economic 
viability of each element of the system, or systems, and preservation 
of rail service competition in high density markets. After the Secretary 
approves the Board's proposals as to meeting overall criteria, the 
Board would acquire the facilities and equipment of the bankrupt 
roads under contracts with the estates approved by the bankruptcy 
courts. Payment for the assets acquired would be with stock issued 
by the corporation. 

We believe the selected assets of the bankrupts, as a going-concern 
value, would exceed their uncertain value under protracted and 
piecemeal Uquidation. Consequently, we believe that the trustees of 
the bankrupt railroads would find it in their best interests to work 
out equitable agreements with the Board in the specified time periods, 
and that the courts would agree with the settlements. If the Board 
designates more than one new system, the Board would establish as 
many additional corporations as are required to run the systems. 
Alternatively—and subject to guidelines on competitive balance and 
negotiations with other carriers—the systems could become part of 
existing rail companies. To encourage immediate efficiency and help 
generate extra cash during the critical early years, the new corporation 
or corporations would be able to use the tax losses of the bankrupt 
railroads. 

At the same time the Board is negotiating wath the bankruptcy 
trustees, the Board would also negotiate with the labor unions and 
prospective lenders of the capital the new corporation will require 
to streamline and upgrade the system. The acquisition of assets from 
bankrupts, the arrangements with labor, and the new financing are 
closely related—you can't have a viable new system without all 
three. Each is contingent upon the other two, so they must be nego- 
tiated concurrently and closed simultaneously. 

"Third, it is necessary to estabhsh proceaures to insure that the 
transition from today's overbuilt, financially troubled system to the 
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streamlined system is reasonably smooth and that it treats investors,- 
employees, competitors, and smppers as equitably as possible. This 
is obviously a complex task. Certainly our plan, or for that matter 
any other plan, will not work without the cooperation of the various 
major interest groups. We envision the new corporation as the key 
vehicle and the board of incorporators as the catalyst to bring to- 
gether these interest groups at the point where decisions can be mada^ 
and issues resolved in a timely manner. 

With respect to the protected employees of bankrupt railroads wlio^ 
are not hired by the proposed new corporation, some form of appro- 
priate compensation will have to be found. The possibilities include 
mcentives for early retirement and cash settlements from the receipts 
of early liquidation of assets of the bankrupt estates or from advanced 
borrowing against the liquidation. Also, cash for such settlements 
might be obtained by means of a loan secured by the stock of the 
new corporation. These lump sum payments may be eligible for tax 
treatment that recognizes the special nature of the payments. 

A key issue for the bankrupt carriers and their creditors is whether 
they should delay attempts to Uqvudate or continue to permit cash 
losses pendingthe takeover of rail service by the proposed new operat- 
ing entities. We beheve that a realistic appraisal of the options will 
show that implementation of our plan will mcrease the present value 
of the bankrupt estates and this will give these parties adequate 
reasons to dealy requests for immediate Uquidation. 

Another key issue is the problem of financing startup costs and 
providing initial working capital for the new entity or entities which 
will operate the restructured system. At this point we will simply 
note that our investigation convinces us that such financing can be 
obtained from the private capital market, provided the proper in- 
centives exist. 

Consideration must also be ^ven to the impact that the loss of 
service or higher rates will have on some shippers. While we believe 
that relatively few shippers will be severely affected by the proposed 
streamlining of the rail sj'Btem, it is most important that communities 
and shippers be given silfficieut leadtime to make plans for obtaining 
alternate means of transportation or new markets, or to find means to 
insure the continuation of rail service bv subsidizing its deficits. We 
are looking at ways to help minimize tliese disruptions and will be 
working closely with shippers and communities as details of the stream- 
lined system are developed. 

Fourth, it is necessary to reWse outmoded and overly restrictive 
regulatory procedures that are applicable to railroads. This step of our 
plan should help insure that railroads in all sectors of the country, 
mcluding the streamlined system in the Northeast which evolves from 
our plan, avoid the experiences of the bankrupt railroads. Some of the 
proposals are the same or similar to proposals the administration 
submitted to the 92d Congress. They include: 

A. Liberalizing abandonment procedures. 
B. Instituting greater flexibility in ratemaking and requiring 

all below-cost rates to be raised to the variable cost level. 
C. Eliminating the subsidization of Government traffic at the 

expense of others. 
JD. Modifying certain practices of the rate bureaus. 
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E. Providins; measures to facilitate rail mergier decisions, the 
joint use of rau facilities, and intermodal ownership. 

F. Encouraging rapid entry of motor and water services to fill 
gaps created by liberalized rail abandonments. 

G. Eliminating discriminatory Stat« and local taxation of rail 
assets. 

H. Eliminating delays in Stat« approval of intrastate rat^ea 
that coordinate with changes in interstate rates. 

We also propose to amend section 77 of the Bankruptcy Act to give 
courts adequate authority to act promptly and rationally to solve 
railroad bankruptcies. 

Before deciding upon the plan proposed in the report, we studied 
other approaches to solving the rail problem in the Northeast. The 
alternatives ranged from a hands-off approach to that of either partial 
or complete nationalization of the bankrupt carriers. Each was 
discarded because of serious drawbacks. In come cases, the alternatives 
simply were inadequate to the task in terras of time and siibstance. 
Others would have provided temporary relief, but failed to face up to 
the real problems and could have been grossly unfair to the Nation's 
taxpayers. 

It is clear that to allow events to run their course under the current 
procedtire prescribed by section 77 of the Bankruptcy Act could well 
result in a major disruption of railroad operations, including those 
parts of the system which are essential to the economy of the region 
and the Nation. Such a disruption could be most harmful to parties 
such as labor and creditors. 

Another alternative would be to strengthen the procedure under 
section 77 of the Bankruptcy Act, vest more powers in the reoi^aniza- 
tion courts, provide emergency Federal financial assistance to the 
trustees in bankniptcy, and look to an eventual solution through the 
enactment of broad regulatory reforms. A major difficulty with this 
approach is that it does not correct the multiplicity of services of the 
railroad system in the Northeast. While the approach might help 
delay the cessation of railroad operations, by continuing operations of 
the various bankrupt entities, it would also postpone finding a long- 
term solution to the problem. 

Still another approach would be to provide for one of a number of 
schemes involving Federal acquisition or control. These included the 
establishment of a quasi-governmental corporation to operate the 
railroads; Federal acqviisition of the rail rights-of-way; the assumption 
of direct control of the railroads for a limited period of time for the 
purpose of "reordering" operations; and o^ltright Federal ownership 
and operation of the railroads. In varying degrees, all of these alterna- 
tives would impose upon the Nation's taxpayers the unfair financial 
burden of acquiring the necessary interests in the railroads and oper- 
ating and maintaining the system. Also, we doubt most seriously that 
Federal control would result in better management or lower costs than 
those which could be expected if the railroads were operated under 
private ownership unburdened by today's restraints. 

Now I would like to turn to three major bills currently before the 
Committees which deal with issues raised in our report. 

H.R. 4897, the proposed Essential Rail Services Act, would have a 
Government created corporation acquire the rail rights-of-way of 
bankrupt railroads in the Northeast and rehabilitate and maintain 
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the roadbed through the use of Federal funds and a user tax. We 
oppose the bill on several grounds. First, the abandonment procedures 
in the bill do not allow for rapid enough rationalization of the existing 
track system, and would continue the lengthy ICC investigations of 
proposed reductions in the Northeast. Such an appraoch, of course, 
fails to recognize the changes the economy of the region has undergone 
in the past few decades which have contributed so heavily to the down- 
fall of the bankrupt railroads. 

The overcapacity of the track system and multiplicity of services 
are major obstacles to establishing a viable rail system for the region 
tuned to today's needs and circumstances. Rather than simply pushing 
Federal money into an outdated sj^stem, we believe the system must 
be rationalized and restructured. If this is done, we believe that private 
capital can supply the financing needed for the operation and improve- 
ment of a restructured system. We beUeve that the principal Federal 
roles should be to set this rationaUzation in motion and to pursue en- 
Ughtened regulatory policies to enable all railroads to keep pace with 
the times. 

In this connection, I would like to comment briefly on H.R. 5386, 
the proposed Surface Transportation Act. We are pleased to see thai 
the bUl contains a number of provisions aimed at bnnging about badly 
needed regulatory changes. While we may have some differences with 
the reg^ilatory provisions of H.R. 5385, we can say that we also have 
considerable areas of agreement. However, we would prefer to com- 
plete our legislative proposals before providing specific comments on 
this bill. As for the financial assistance provisions on H.R. 5385, we 
have serious reservations at this time. First, we doubt that the pro- 
posed program of massive Federal financial assistance for the im- 
provement of rail plant is really the proper approach to this problem. 
We would recommend a go-slow approach at this point, until we better 
understand the gains from rationalization and regulatory reform. Also, 
we need to better understand who really needs financial help. 

With respect to the issue of the availability of rolling stock, we are 
not convinced that the sliortage of freight cars is necessarilj' due to 
the size of the rail car fleet. Ratlier, the issue of car supply is a function 
of both the size of the fleet and utilization of the fleet. Feeding more 
cars mto the system could result in only additional congestion, such as 
now being experienced in the export movement of grain. There is 
good evidence that inefficiencies in the system of distributing, schedul- 
ing, routing, loading and unloading cara are a much more significant 
factor affecting the availabiUty of cars to shippers. Improving utiliza- 
tion will in the long term make cars more available, and increase the re- 
tiim on investment for the owning carriers. It will also tend to reduce 
the useful Ufe of the average care and require earher replacement. 
It is at that point that I believe we would have to review to what 
extent utilization has indeed been improved, and whether private 
financing is available to support car purchase programs. I suspect 
it will be. 

Fmally, I would like to discuss briefly H.R. 6591, the bill submitted 
by the ICC. Let me say at the start that we welcome their suggestions 
and we look upon them as partners in our efforts to solve this problem. 
We believe there is merit in many of the ICC proposals, especially 
those having to do with abandonments. However, we believe their 
bill does have several serious shortcomings. 
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The ICC bill contains undesirable measures providing for Federal 
involvement in the solution of the problems of the railroads. One is a 
Federal assistance program for the improvement of rail plant. I have 
already expressed our views in oppostion to such a proposal. Another 
calls for the leasing by the Government on a temporaiy basis of the 
lines of bankrupt railroads pending the restructuring of rail service of 
such railroads. We do not believe that this step is necessary. Also, 
once the leases are made, the incentive to restructure will diminish and 
there will be strong pressures to extend the leases on and on. We also 
oppose the proposal in the ICC bill for Federal payments to States 
to help finance State programs to continue ser\'ice on rail lines that 
othenvise would be abandoned. Wliile we favor State subsidy programs 
of this nature—provided that they are financed at the State and local 
level on the basis of State and local decisionmaking—we beheve that 
Federal financial involvement in such programs would only work to 
lock-in rail inefficiencies. Finally, we oppose the idea of a national 
public carrier waybill tax to finance the ICC's proposed restructing 
m the Northeast. We believe the tax has serious inequities and, in 
any event, is unnecessa^\^ 

Mr. Chairman, we regret that we do not have for your consideration 
today draft legislation to implement the plan that we have outlined. 
We are working very hard on the preparation of this legislation and, 
at the same time, developing additional details of the plan. We are 
well aware of the midsummer deadlines facing the Penn Central 
trustees. We mil submit our proposed legislation to you at the earliest 
Eossible moment. After this submission we would be happy to come 

efore you again and discuss the specific details. 
Next, let me discuss briefly some of the comments—both pro and 

con—that have been made since we submitted our proposal on 
March 26 

First, let's look at the cons. 
Most of them can be broadly characterized by plirases that imply 

that we are putting private profit ahead of public service, or that 
we haven't really come to gnps with the issue, or, more simply, as 
someone was quoted as saying, "no dough—no go." 

I suspect that this last phrase—"no dough, no go"—neatly gets 
to the heart of the objections. Since we haven't proposed that the 
Nation's taxpayers lay out a billion or so to bail out the Northeast, 
we arc promptly accused of callously adopting a pubUc be damned 
attitude. I submit that our approach is the opposite of public be 
damned. 

To assume that the only way to solve the Northeast problem is 
to appropriate massive amounts of Federal money is, to me, to adopt 
a taxpayer be damned attitude. We think there's a better way—and 
that's to use the maximum capabilities of the private sector. While 
safeguards are required and can be provided, we cannot escape the 
fact that the private sector is the Nation's prime mover. But, of 
course, it must be permitted to move. 

Some of the controversy about our proposal may have arisen 
because of the difficulty of sorting out the key issues in the rail prob- 
lem—the impact on labor, the impact on communities, the willing- 
ness of the financial community to finance future rail operations, and 
the extent of Federal financial involvement. We have tried to say 
that no one really knows enough at this time to lay out Bpecific pro- 
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grams or dollar commitments. We have approached these uncer- 
tainties by outlining a procedure: (1) For developing the needed in- 
formation, (2) for moving forward on the streamlining process, and 
(3) for providing adequate reasons for the judges and trustees to 
defer action on near-term liquidation. We think that these are the 
urgent and proper first steps. 

Perhaps I can illustrate the value and need for mo\nng cautiously 
by briefly citing some data on the labor situation. 

Employment of the six bankrupts totaled 116,000 at the end of 
1971. By the end of 1972 it had dropped to 108,000—a 7-percent 
decline in 1 year. It seems reasonable to expect such attrition to 
continue, thus pointing to a total of about 95,000 by late 1974, the 
earliest date at which significant streamlining in the system seems 
likely. Since the streamlining procedure would require several months 
to complete, attrition should further reduce the total, perhaps by 
5,000 to 10,000, during the transition period. In addition, about 
15,000 of the work force now exceed age 60—the railroad unions' 
newly bargained optional normal retirement age. With adequate 
additional incentive, most of these 15,000 could be encouraged to 
accept early retirement. 

Another group of railroad employees are those in their twenties, 
with less than 3 years of service. Based on cutback experiences in. 
other railroads it seems likely that this group, which may approximate 
15,000, could be terminated and provided with reasonable severance 
pay. A further possibility to handle displaced labor is an agreement 
that other railroads \\ill give them first-offer rights before new hiring. 
Also, of course, extra labor will be needed in the early years to handle 
the catchup maintenance and capital programs. 

As indicated previously, it's not possible to spell out the details of 
the labor issue—or all fciie solutions, for that matter—until the 
streamlining procedure is well along. However, the possibihties 
outlined above—attrition, retirements, separation of young, short- 
service employees, offset by the need for maintenance workers—could 
handle 40 percent or so of the current work force. Whether tliis is too 
few or too many no one can tell. But it does suggest that, with careful 
handling, the labor issue is manageable. Some moves and some 
retraining will be needed, but that's common experience in industries 
undergoing periods of transition. 

A final comment on the labor issue is in order. We are not proposing 
that anyone shove a solution down labor's throat. Labor is obviously 
a kej" party to the final solution, just as are the trustees, creditors, 
the financial community. State and local officials, and others. Without 
labor's agreement and cooperation nothing will happen. However, 
we're convinced that when labor contrasts what we are proposing with 
the likely alternative of protracted and piecemeal liquidation, it mil 
willingly cooperate to make our approach workable and effective. 

Finally, let me mention that, along with the arrows, there has been 
some encouraging response to our proposal. Much of it is admittedly 
a bit cautious, yet many of those who are well-informed on the rad 
situation have offered words of encouragement. To balance the public 
record a bit, I'd like to close by offering for the record some of these 
comments, including several recent letters and telegrams addressed to 
the chairman and to me from shippers, investors, and railroad man- 
agement. 
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I have with me, Mr. Chairman, a package of these. I will file them 
for the record, if I may. I would like to briefly refer to two or three.' 

Mr. ADAMS. Without objection, those will be made part of the 
committee's file. 

Pleased proceed. 
Secretary BRINEQAB. I first refer to a letter addressed to Mr. 

Jarman, with copy to me from Robert Rubin, managing director of 
Lehman Bros. I will read two paragraphs: 

It is our feeling that the private sector of our economy can provide financial 
Bupport for an entity or entities which would own and operate a viable rail S3rs- 
tein in the Northeast. Naturally, the issue of viability of such a system cannot 
be taken lightly, given the recent history of the number of bankrupted carriers 
in the area. Hfowever, providing a solution to the principal areas of concern, 
although difficult, should not be insurmountable. Such a rail system could be 
put together in a private profit seeking corporation if the equitj' ownership 
initially in the hands of those corporations and unencumbered a.ssets were part 
of the system. The initial ongoing cash needs of such an entity could then be 
financed by the private sector with the equity represented by initial assets pro- 
viding a sound basis for borrowing in the private sector. Ultimately the value of 
the equity might be realized for initial owners from a combination of future 
dividends, stock redemptions or sale of stock to the general public. 

I also have a letter from Irving Seaman, Jr., the chief executive 
officer of the National Boulevard Bank of Chicago, a man actively 
involved in national public finance. 

He notes in part: 
We believf that if legislation ia directed toward rationalization of the railroad 

plans and the resulting labor problems, a viable Northeastern system could be 
developed which would rekindle investor confidence in railroads to the degree 
necessary to uttract new investment from the private sector in railroads generally. 
In the Northeast such legislation could well encourage investors to make funds 
available for restructuring the railroad and improving its right-of-way. 

I also have a letter from Mr. William E. Simon, the Deputy Secre- 
tary of the Treasury, until recently a partner in a major Wall Street 
fijTn. He writes to me in response to my inquiry: 

If we are to have a private solution to the Northeast rail situation, a principal 
ingredient must be the complete participation by the financial community evi- 
denced by their willingness to provide the funds for the interim operations, the 
longer-run working capital needs, and the restoration and upgrading of the 
physical plant. 

Such participation is wholly consistent with the plan proposed by the De- 
partment of Transportation. Based on informal dLscussions which I have had with 
key members of the investment community and on my twenty years' experience 
on Wall Street, it is my opinion that private investment funds would be available 
to a new railroad corporation if it is restnictured along the outlines of the DOT 
plan. However. I do not wish to give the impression that such financing will be 
easy, for it will be necessary to gain the confidence of the investing public, an 
that can only be accomplished by proving to them that such a railroad will be 
structured on economic criteria. 

I also would like to note a telegram from Mr. Biaggini, president 
of the Southern Pacific Railroad. It says in part: 

Have followed closely your proposals for solution of rail transportation problems 
In Northeast United States. Concepts you set forth have our support particularly 
since they will produce a rationahzed rail system for the Northeast<>rn area which 
can survive on an economic basis and one which will be brought about on a pri- 
vate enterprise approach. 

• The lettera, telegrams, and Mstements referred to may be Ibund In the committee's files. 
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I have a telegram from John Reed, chairman of the Santa Fe: 
We believe the Department of Transportation's report to Congress presents a 

constructive approach to the solution of the railroad problem in the Northeast. 
We heartily agree with the emphasis on private enterprise and the clear recogni- 
tion of the need for rationalizing the over-built railroad plant in that territory 
in order to make a private enterprise solution possible. While many problems 
remain to be worked out, including the vexing problem of providing needed financial 
assistance, we think the Department's plan provides a framework on which an 
eventual solution can be based. 

I also read in part a letter from Mr. Hays Watkins, president and 
chief executive officer of the Chesapeake System. 

C&O/B&O and Chessie System, in general, has a very positive attitude toward 
your proposals. While, as I am certain you must understand as in aU things, 
there would be some differences of approach in selected areas, nevertheless, overall, 
the philosophy embodied in the DOT proposal is certainly one to which this 
system of railroads can subscribe. 

Likewise, just a brief reference to a letter from Mr. W. Graham 
Claytor, the president of the Southern Railway System. 

I am writing to say that I fully endorse the basic private enterprise approach 
taken in your Report to Congress dated March 26, 1973, in response to Senate 
Joint Resolution 59-2. I think you have outlined the simplest and most prac- 
ticable procedure for achieving a viable freight railroad system or systems in the 
Northeast under private enterprise ownership and operation. 

Likewise, we have a number of letters from shippers and shipper 
groups that also give general support to the approach that we have 
Brought before you. I will not read them at this point. 

Mr. Chairman, that completes our prepared statement. I appre- 
ciate the chance to present it to you. At this point either I or my 
associates will do what we can to answer your questions. 

Mr. ADAMS. Thank you, Mr. Secretaiy. 
Following on with your having placed in the file and in the record 

certain comments from the financial community, that leads to my 
first question. I would Uke to place in the file, in the same fashion, 
the report from the New England Economic Research Office, Mr. Paul 
London, director,' in which they have surveyed the financial com- 
mimity. They report on the banks: 

A consortium of .53 banks have been contacted. These same banks would have 
to play a major role in the private financing plan to rebuild Northeast railroads. 
They clearly are not interested without major Government guarantees. 

On insurance companies the comment with regard to a major 
insurance company is: 

A spokesman said in the private sector every proposed new investment m\ist 
compete with other investment opportunities for funds available. He said, The 
DOT was overly sanguine, in speaking of availability of private capital for the 
railroads, and Government assistance in the short run to take care of long deferred 
maintenance, labor readjustment costs is unavoidable. 

I also want to simply read into the record the report from the 
Treasury Department in the emergency rail services legislation which 
was passed by this committee. It is entitled, "Emergency Rail Services 
Legislation," hearings before the Committee on Interstate and Foreign 
Commerce on H.R. 18125, June 24, 25, 29, July 7, 8, 21, and 
December 15, 1970. This is the memorandum submitted by the Secre- 

• Memorandum dated April 10,1973, may be found In the committee's dies. 
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tary of Transportation, then Secretary Volpe, with this comment 
from the Department of the Treasury' regarding the present situation 
in dealing just with the Penn Central: 

The Department of Treasury analysis indicates that absent some type of Gov- 
ernment involvement the financial community will not provide the $300 to $400- 
million needed. In such case reorganization would take place. 

Now, Mr. Brinegar, that brings me to my core and key question. 
It is not just a matter of the private corporation being estabHshed. 
I have talked with Mr. Clay tor. I have talked in the past with the 
president of the Southern Pacific. I have talked with membei-s of the 
consortium of the New York financial community. The opinion that 
they have is that the whole railroad financing of all viable or non- 
viable roads is very shaky at this point, and that nobody will take 
the common stock of a corporation which was created with its own 
assets; in other words, lifted by its own bootstraps. 

But to do this it must mean that you have gone to the financial 
community with some kind of a plan. I want to ask you first, does the 
Department have a plan for this system, wliich you have presented 
to the financial community so that they could comment on it. I am 
talking about what it would look Uke, the rail lines as they would 
exist. 

Secretary BRINEGAR. We have not set down pro forma income 
or asset statements. 

Mr. ADAMS. I am talking first about the lines themselves, what 
the system w ould look Uke. 

Secretary BRINEGAR. We have not. We have talked about it, by 
analogy, with other railroads, if the operating ratios were thus ancl 
so, if the system were of varying kinds of size, would in fact this sys- 
tem be financeable? In fact, there are many railroads in this country 
that are raising money and are considered good risks by the financial 
community. We have talked concepts. As I have tried to indicate, 
we are still at the stage of our investigation where we are trying to 
settle on the right approach rather than the specifics, because you 
can't get to the specifics until you have the approach. 

Mr. ADAMS. When do you think, Mr. Secretary, that such a pre- 
liminary plan, showing the lines first, which I assume would be 
essential, and second, the proposed structure of this corporation, 
would bo available to the committee, so that we could pass some kind 
of judgment on the viability of the system? 

Secretary BRINEGAR. At this point it is hard for us to leap ahead 
and say what the Board of Incorporators would end up with because 
that requiies a great deal of study of the network, tne concepts of 
core services, the branch lines and other lines that might well be 
included. So, I think we would be a little ahead of ourselves to say 
this is the form of the new one or two railroads before the Board of 
Incorporators had in fact made the decisions as to what assets would 
be included. 

Again, we have to back off a bit and look at the way many new 
businesses are started in the private sector. A man starting a business 
often has an idea and an objective, and a feeling that it will work. 
For him to draw his balance sheet on day one, or his income statement, 
and take it down to the financial community is just out of place. The 
community •wall say to him, "How do your really know?", as you ai'e 
sajring to me. 
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Mr. ADAMS. That is precisely it. You mentioned a letter from Mr. 
Claytor. I attended a meeting where Mr. Claytor spoke, and I have 
copies now of his speech. I think maj^be he and I share somewhat 
the same position on your plan, which is that we agree we are starting 
with bankruptcy and we would like to end up with a privately oper- 
ated corporation, but there is no keystone in the bridge to get from 
here to there, so that no matter how much we talk about it, it will 
collapse becaiise there is no turnover money in it. 

That is why I am asking you the fundamental question, If the com- 
mittee is to sit and work on your plan we want to know what we say 
to the trustees of the Penn Central who, unless I am badly mistaken, 
are going to say something like this, that they have a problem on 
May 9 as to whether to ptit iq) those crew consists again, because the 
court and creditors are insisting thej)" move forward, but even if they 
hurdle that, on July 2 the court is going to say to them, "shut down 
and dissolve," and on October 1 it will dissolve, as you put in your 
statement. 

Now, this committee wants to know what your recommendation 
to the Congress is to deal specifically with that situation. Do we 
simply offer to them that there will, m effect, be maybe some long 
term legislation on which we have some substantial agreement because 
the Service Transportation Act and your recommendations parallel 
quite a bit, and that a corporation will be formed, and thty will be 
given stock, and ask them if that will cure their problem on July 2? 

Secretary BRINEGAR. Mr. Chairman, since our plan does not have 
a blank check tied to it, with a signature on the bottom, it may be a 
little hard to visualize, but let me try to explain it. 

The keystone is that against the alternatives that the bankrupted 
railroads face, the option to sit down in an unfettered environment 
and work out a solution is quite a viable alternative. Of course, if you 
had two options available to them, one $1 billion, and one a chance to 
negotiate, obviously they will take the $1 biUion. 

The third option is piecemeal liquidation. Now they have to sit 
down and decide under the law of the land which of those options are 
realistic. 

Mr. ADAMS. If you were a creditor, and this is what I have been 
asking these creditors one by one, and you are sitting in a bank- 
ruptcy in the Fenn Central—the consortium, as I remember, has 
$300 million in it, the first indenture creditors have about $700 
million in it, but these key people and I understand there is some 
question as to whether the deal that was put together to sell the 
Pennsylvania Company assets for the $300 million, even if that is 
going to be approved—if somebody said: 

"We will give you stock in a new corporation where we don't know 
what the lines are going to be yet"—in other words, the Government 
is not going to create the Hues, the board of directors is—"and it does 
not have any operating historj^ yet, but we are going to give you the 
stock for the assets and then we are going to borrow upon those assets 
out of the corporation", wouldn't you just say, "Let us go ahead and 
liquidate it, write off our losses now and take what we have got and 
run: •?" 

Secretary BRINEGAR. I would not say that at all. I would say, 
what does liquidation offer me? 
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I^Ir. ADAMS. Liquidation offers them the sale of these properties 
which will probably come close to handling the first indenture people 
and the people with the $300 million will go after the Pennsylvania 
Company assets, and the unsecured creditors, and the others are 
going to say, "Well"—I don't want to refer to it as funny money 
but   the stock has no viability to it yet." 

Secretary BHINEGAR. You can say that about a lot of stock when 
it starts. 

Mr. ADAMS. In Amtrak we put in loan guarantees and everj'thing 
else, and when we gave it to Burlington Northern Railroad, which 
was one of those that bought in, for $33 million, they wrote it down 
to $1 the next day. 

Secretary BRINEGAR. This is not Amtrak we are talking about. 
There is plenty of freight business in the Northeast, and Siere are 
lots of people who would like to haul that freight. What we are trying 
to say is that when you look at the kind of discount factors you would 
have to apply to liquidation, our proposal offers a viable alternative. 
You know, the Peim Central trustees talked about a 50-percent dis- 
count on some of the values, and 67-percent discount on others. 

If you looked at the legal framework that precedes Uquidation, 
and piecemeal that out over time with everybody arguing as to who 
gets what, and you interpret this situation in terms of present worth, 
and contrast it with the opportunity to take stock in a going concern, 
you can't say that the stock represents funny money. It is a ticket to 
some earnings, and that is after all what all stock is. 

Mr. ADAMS. But to do that you have to freeze the situation in six 
bankruptcies, and have all of them agree on some kind of systems, la 
other words, simultaneously all must say they will accept the stock 
for these assets, and that it must turn over. That is why we were talking 
yesterday with the ICC people about where the Federal Government 
comes in. We are not anxious to give somebody $1 million, $1 billion, 
any figure of money. We have never talked anything other than poten- 
tial loan guarantees to got private sector financing into it. 

What I am saymg is, if you are asking the committee to create this 
corporation, what date, and how do they have the power to make these 
bankruptcies each one different, with different creditors, come into 
their new corporation? 

Secretary BRINEQAB. They don't have the power. 
Mr. ADAMS. They don't have the power. So then we are going to 

hope they will do it. 
Secretary BRINEGAR. They have to consider it as the best alternative. 
Mr. ADAMS. Now this is where the remarks come in that have 

floated around about "the public be damned," and so on, and that is 
unfortunate, but there is a connotation that all anyone is going to deal 
with then are the very best economical lines. We talk about where the 
public is involved. We talk about the shippers, and the public service 
concept of trying to keep in existence for some time some rail service. 
If you don't have a plan, and the committee does not give them a plan, 
and the ICC does not give them a plan, then you get a piecemeal series 
of sales out of it, and a kind of bobtailed system. Now do you want us 
to do that? 

Secretary BRINEQAB. I do not. We do not propose that. 
• Mr. ADAMS. Then tell me how to prevent that 
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Secretary BRINEGAK. We propose a four-step program. Step one is 
that uader the coQcept of long term economic efficiency, we would 
define core rail service. 

Mr. AoAMS. You, the Department of Transportation, would put out 
apian? 

Secretary BRINEGAR. We would identify the areas where freight 
service has such a potential that rail should be there. I might further 
say that we suspect the system will handle over 90 percent of the 
present rail freight tonnage in this area. 

Mr. ADAMS. The other lines would be out? 
Secretary BRINEGAR. Not until the incorporators have had a chance 

to decide whether some of those other lines might well fit into the 
system. 

Mr. ADAMS. But they would do this on a straight economic basis? 
Secretary BRINEGAR. They must look at the long term potential of 

the area, and open negotiations with some of the coinm mities that 
might want to keep certain services, as they are keeping '"cmmuting 
service. It would be a phase-in program enabling them to --'ecide how 
large the ultimate system would be. That is why it is difficilt to say 
at this moment what it would look like. At 1 niinute it wfild be a 
core rail system but I am certain that ultimately it would be ''onsider- 
ably larger. 

Mr. ADAMS. YOU would not put in an ICC review to say service 
is needed in that area, and to say you are getting the very good routes, 
so that you have to keep this area too? You would not do that, as 
I understand it, under your plan. 

Secretary BRINEGAR. At this point we would say the time has come 
for fairly expedited action. The ICC's experience under its act, 
and the various court procedures they operate under would indicate 
that it is diiHcult for them to really move forward. 

Mr. ADAMS. SO then you would let the marketplace decision of 
the board of incorporators decide after you have given them that 
what the system would be. 

Secretary BRINEGAR. Superimposed   over   the   core   rail   service. 
Mr. Bamum notes that we would require that the Board's deci- 

sions would come back for our review to make sure they meet the 
minimum conditions we have estabUshed. 

Mr. ADAMS. Would you want statutory minimum conditions 
from this committee? 

Secretary BRINEGAR. Y'as. 
Mr. ADAMS. What would those statutory minimum conditions be? 
Secretary BRINEGAR. We visualize two. The first is that the core 

rail service, as we define it, would be met. Second, that minimum 
standards of competition would be met. 

Mr. ADAMS. Who would police that? 
Secretary BRINEGAR. We would. 
Mr. ADAMS. DO you want it policed by the Department of Trans- 

portation or by the ICC? 
Secretary BRINEGAR. The first time around we would police it. 

After the corporation is operational it would come back under ICO 
control. 

Mr. ADAMS. Suppose it is determined by the corporation that rail 
service is not profitable at all in significant sections of New England. 
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We will say up through Maine, and out through •western Massa- 
chiisetts and so on, would you require this corporation to provide 
this service, or would you let the marketplace determine? 

Secretary BRINEGAR. If it had been in the mitial core rail service 
definition, we would require it. Likewise if it had not, we would offer 
the areas a chance to negotiate an agreement so that they could be 
continued if they pick up the losses. 

Mr. ADAMS. My colleagues and I have some sort of time schedule 
here. When would we get this preliminary designation? You see, we 
may have a httle disagreement, Mr. Brinegar, but I judge this ven,', 
very serious. 

Iwas just handed a note by counsel. The judge did disapprove the 
Pennsylvania Co.'s sale yesterday in an oral opinion, wliich means 
that those 53 banks are now back in. I did not know it. I knew the 
decision was up yesterday. Now on July 2 if he collapses this railroad 
what do you want us to do in this period? When do we get what you 
arc going to recommend, and what is our deadline for trjdng to get it 
through^ because I would explain to you that things move very slowly 
here. 

Secretary BRINEGAR. I would like on July 2, for the judge to see a 
corporation and a board of incorporators undenvay, and to see that 
he has sufficient encouragement from the financial community to 
conclude that the corporation is financeable. As he looks at the 
present worth of the assets under piecemeal liquidation he would 
say. "I have two alternatives on the table and it appears that the new 
corporation plus the liquidation value of the assets not acquired by 
the corporation is more valuable to my trustees than the rather 
uncertam piecemeal and bloody alternative that I face by ordering 
Hquidation." 

Mr. ADASIS. NOW we are in agreement that the judge must have 
something before him, and the trustees must also. What I am con- 
cerned about, and please help us Avith it, is that this thing has got 
to be put out—we kind of follow in the committee the pnnciple of 
fly before you buy—and this thing has got to be put out. We have to 
see and have testimony from the financial community, and from 
shippers, and other people who are involved in order to pass it, if it 
is going to be in existence by July 2. Do you anticipate doing this 
soon? 

Secretary BRINEGAR. Yes. We will submit our bill very promptly, 
and, of course, we have provided you a number of statements mcfi- 
cating general support for our approach. As I indicated, people are 
often cautious, they want to know the details the same as you do. 
A cookbook at this point is very hard to come by. 

Mr. ADAMS. I am not asking for a cookbook. This is the problem 
which I ^\-ill repeat once more. We may be talking to different people. 
I don't think we are. The financial community, the operating railroad 
community, the people who communicate to me, and I am sure they 
do to the other ISlembers, are saving, "If you put enough"—I don't 
want to use the wortl sugar—"incentives into getting us to loan 
money, we will do it." In other words. Government guarantees or 
as.set protection and similar things. "But if you don't, we won't.** 

Now is we find out in the middle of June, or in the middle of May, 
that your corporation is not going to do what you said it will do, we 
have to do somethhig else. I want to know how much, we have to 
find that out. 
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Secretary BRINEGAR. Mr. Chairman, I have dealt with banks a 
lot, and I am sure you have too in the financial community. When 
you say to them, "What will you do?" They will always say, "Give 
me a guarantee and I will do anything." 

Mr. ADAMS. That is right. Start at that point. Or "if you have 
the money, I will lend it to you." You did not say that. We will 
complete it. ,      .,. ,,        , • , 

Secretary BRINBGAK. We are descnbmg a reasonable vehicle, a 
catalyst and some incentives. Our sense of the real world is that these 
will work, because they are working all the time all over the place. 

Mr. ADAMS. Our problem is that our sense of the real world is that 
in the rail industry these incentives to invest aren't workuag, and if 
we pull the plug on this thing too badly you may destroy railroad 
financing throughout the country. 

Secretary BRINEGAR. We are not trying to destroy railroad financing 
nationwide. ,.,,.,      -, „ 

Mr. ADAMS. I say what we are afraid of is that if you pull out 
the Northeast quadrant, or you establish that what you are offering 
up there is just hope, and the financial community, most of them I 
know, are ready to cut and run out of the Northeast, that other 
people who are going to be coming in asking for railroad financing, 
are going to say, "^Tiat will be vour terminal connections in the 
Northeast? How are you going to handle this problem? And it does 
not look good to me." That is what I mean about the overall problem. 
You have to know at some pomt what the reaction is gomg to be. 

Certainly this committee can't call in the financial community 
now and ask them, because they are going to say to us "We don't 
know what the system is. We don't know what the corporation is. 
We have heard the Secretary testify," and believe me, there are a 
lot of people listening to what you are saying this morning, "and we 
are waiting until we know." ,     ,     . ,     , 

Now, on the other hand, if this committee goes ahead with what 
we know, or based on what we are getting, we know what we can do 
to get them to move, but I gather you don't want us to do that. 

Secretarv BRINEGAR. We think the taxpayers of the Nation, 
who are not in the Northeast particularly, are somewhat interested 
in a solution. 

Mr. ADAMS. Right. If we use a loan guarantee system, and your 
system works the way you say it will, and we turn it over and get it 
started, the taxpayers are not going to lose a dime, or put up a dime. 

Secretary BRINEGAR. Loan guarantees are one step of course 
toward dii-ect loans. You may well end up taking the pressures off. 

Mr. ADAMS. You and I know we can go to the New York banker 
and he will give you a loan down 50 basic points. 

Secretary BRINEGAR. I can't foreclose speaking to the financial 
community. Perhaps you should call them in and ask them. 

Mr. ADAMS. We will as soon as we have something to present 

Secretary BRINEGAR. I think what you should present to them is 
not would you finance the Penn Central. The question is would vou 
finance a new Chessie system? Would you finance a new Norfolk & 
Western? Would you finance a new Southern Railway? Those are the 
questions, because that in fact is what we want to see built in the 
Northeast. 

96-174—73—pt. 1 16 
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Their answer will be, "Produce me one and we will finance it." 
That is the basis we are working on. We are not talking about strug- 
gling with the Penn Central. We are saying, "Pull a healthy railroad 
out of that wreck and it will fly or 'rail', or whatever it does." 

Mr. ADAMS. I have taken too long, Mr. Secretary. 
Mr. Kuykendall. 
Mr. KUYKENDALL. Mr. Secretary, may I ask you to set the stage 

of this scenario? 
Secretary BRINEGAR. Yes. 
Mr. KUYKENDALL. YOU have some impatient trustees who have 

some impatient lenders. You have a distraught Congress not willing 
to further prop up a failm-e. You have a system absolutely essential to 
national health and security. You have 108,000 very interested 
working people who must ultimately concur with any long-range 
decision. 

Now, I believe you are a business executive and nonlawyer; is that 
true? 

Secretary BRINEGAR. Yes. 
Mr. KUYKENDALL. Then I believe I can trust you to answer this 

auestion. I want you to tell us in 3 minutes what you have in mind to 
o. I think maybe the financial community is backing away. We have 

had some people interested in nationalization that violates every 
single bit of their basic philosophy of government, yet they come up 
here talking for nationahzation for one reason only, a bail out. 

We are not going to bail out with nationalization. Anybody who 
invests a dollar in a corporation has got to risk bankruptcy. The 
investors should have pressured JVIr. Saunders and company about 
7 or 8 years ago, and not us today. 

Now I have given you 2 minutes to think over your 3-minute 
answer on what you want us to do. 

Secretary BRINEGAR. I will take 10 seconds of my answer to add to 
the Ust and say you have a very concerned Secretary also. We have 
never taken the matter lightly. 

Mr. KUYKENDALL. We have never doubted that. 
Secretary BRINEGAR. We would like to create the proper relation- 

ships between the affected parties so that they could work out their 
problem with a Federal overview. I did not say there was no Federal 
role, nor did I say that there were absolutely no Federal dollars. I 
said that they ought to get started without the idea that there is a 
blank Federal check lying there. K there is a blank check lying there, 
your answer is totally different than if there isn't, as you weU know 

.from negotiating experience. 
We feel that Congress ought to create the environment to permit 

this sort of free interchange of the affected parties to take place. We 
propose a new corporation, a board of incorporators with the safe- 
guard of the core s\-stem that we would designate. This new board of 
incorporators could function and could deal with the affected parties 
and offer them, to use the advertising phrase, a better idea than the 
one they have lying on the table, wluch is the horrible alternative of 
liquidation. 

Mr. KUYKENDALL. If you will yield for just a moment. I would 
like you to interject what this subcommittee's role should be. 

Secretary BRINEGAR. YOU have to approve the bill that we are 
going to submit to you about the day you get back from recess. Thin 
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bill will authorize the creation of the new corporation, and empower 
the Secretary to designate under guidelines the core system. That 
will start the process in motion, and provide adequate encouragement 
to the afifected parties to find the solution, to reach and pull out of 
this rather legally entangled ^vTeck a new system for the Northeast. 

The Northeast has more rail system per mile than most of the 
regions in the country. There is no reason it could not have a healthy 
railroad if it had a kind of rebirth. We would like you, to use a plu-ase 
that became popular with trips to the Moon, to open a window in 
time, so that we could get in this \vindow, this piece of time, and 
solve it. 

We think there are added values and incentives that would cause 
it to happen. We beUeve it is proper for you to call in the affected 
parties, the shippers, the bankers, the financial community, and test 
some of their conclusions. I think you will find that all wall say in 
honesty, finally, it is possible and certainly worth working on. This 
is what we are saying. 

Other good railroads are getting financing. Other good railroads are 
prospering. There is plenty of business up there. We know for sure 
the financial community will loan money to healthy railroads, and 
why can't one work there? As you properly put it, when you invested 
money, loaned money in the past, or bought stock, you ran the risk 
you might not get it all back. 

We are saying that some of the things in the past, some of the 
regulatory burden which we speak to and the chairman has spoken to, 
some of the past errors can be corrected, and rail may have a fine 
future. If we are going to become the world's breadbasket, as we may 
well be approaching, we certainly need a good healthy rail freight 
system. It could in time certainly be as profitable as the truckmg 
industry. 

Let us get going. Let us not start on the wrong foot by putting a 
lot of money on the table so that we are perpetuating a lot of 
inefficiencies. 

Mr. KuYKENDALL. I havB one last comment. In dealing with labor 
I have found an interesting bit of human psychology in the reaction 
I have gotten from their leaders across the country. If they really 
know what the situation is and know what their future may be, and 
that the business is in trouble, they have shown an amazing willmgness 
to cooperate. I can show you a packinghouse in Memphis that is there 
only because a local took action. But I have also seen bad communi- 
cation cause just the opposite of that to be true. 

To what extent are you communicating with the labor community, 
as to their role? 

Secretary BRINEGAB. I agree completely. I have tried, as a repre- 
sentative of the public interest, to start communicating my findmgs 
and hearing reactions. I had a meeting prior to March 26 with three 
of the leaders of the major unions. Last week I met with six of them 
in a free swinging discussion of how the future is shaping up. Secretary 
Brennan joined me at that meeting. I completely agree, and this 
f;oes back to my prior business experience, the Nation's business and 
abor leaders are distinguised gentlemen who do understand what we 

are saying. When the family needs help they are there to help. 
I think their understanding of the problem is a good one and indi- 

cates their willingness withm the framework we have outlined of 
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adequate handling, adequate protection, adequate compensation, to 
see the problem solved too. I have indicated in mj'' testimony that a 
careful look at the components of the labor situation may show that it 
can  be  managed.  It should not be handled  precipitously. 

1 am talkiiig to them almost once a week to ascertain if there are 
any new matters we should be aware of or whether thev have any 
suggestions. I agree that they would like to see us solve tlie problem. 
Certainly they have more at stake in liquidation than am^one else. 
They want to see us find a way out. I can't say that necessarily they 
would embrace alternative a, b, or c, but they do want to see something 
move forward that would properly care for the labor people. I think 
that within our approach that can be done. 

Mr. KuYKENDALL. Thank you. 
Mr. ADAMS. Mr. SHOUP. 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. SecretarA', I tliink Mr. Adams has rather clearly stated a feeling 

that we have on this committee that perhaps your ill is a continua- 
tion of a disease we have in Congress, and that is the walking the plank 
s^mdrome, that there seems to be no alternative that if private fi- 
nancing is not acceptable, or the promise, or the lure of pirvate 
financing does not come through, where are we? It seems we are here 
at midnight trying to solve, as we have in the past, a labor problem. 
I do not think the committee will accept this type of approach. What 
we are attempting to do is to preclude this type of thing. 

I would like to go through your testimony and clear up a few places 
specifically. 

Secretary BRINEGAR. May I comment on your remark? 
Mr. SHO'UP. Certainly. 
Secretary BRINEGAR. I certainly don't like gangplanks either. We 

are not proposing it. Nor are we proposing just idly sitting by and 
sa\-ing, "Let us see what happens." 

"What we are trying to propose is the alternative to what has 
happened in Government so much in the past, and that is, "Let us 
throw some dollars out and see what happens, because dollars have a 
great way of relieving pressure." They create new problems, but they 
certainly take the pressure off. 

Again, in my experience in the business world, and those of you who 
have been involved, pressures do in fact create solutions if reasonable 
Seople have reasonable room witliin which to negotiate. ^We are 

opmg that we can find a way to cause this to happen. 
Mr. SHOUP. I would agree with you. However, in reply to Mr. 

Adams' question about what time you could present a plan for an 
identification of the core area of those lines which would be included, 
I find the answer is 90 davs after your bill is adopted you vriW come up 
with a plan. I find that this is a gangplank type of approach. 

Maj- I then ask vou this question. I think you have been aware of 
the problem. I think you have been studying this for something like a 
year now energetically. I think you have been aware of the problem 
we have up there. I wonder why before you come up with such a tenta- 
tive plan. It would seem that this would be some of the responsibility 
of the Department of lYansportation to present an alternative. 

Secretary BRINEGAR. I have been in office only since February 2. 
Further, there was much hope, as I gather, last year than an income- 
based reorganization was possible by Penn Central particular!}-. In 
other words, the shift  
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Mr. VSHOUP. Let us say there were a few that had that hope. 
Secretary BRINEGAR. I found no contingency plan liidden away in 

our Department to handle the case when renn Central did not make 
it. The way to go may have emerged fairly promptly. 

Let me just clarify the point. The trustees and the judge do not need 
a solution on July 2, or October, or what have you. They need en- 
couragement that the solution that is coming is better than the alterna- 
tive that they face. 

Mr. SHOUP. Maybe I am suggesting you should identify the solu- 
tion, refine your solution a Uttle bit more. 1 think we have covered 
this quite well. As you say, you have only been here since the 2d of 
February. What we have on the record is with the previous Secretary. 

It may seem rather elementiiry, but I would like to have the posi- 
tion on the record of the Department of Transportation. Is it your 
contention that the alternate modes of transportation in the Northeast 
cannot handle the freight requirements ijf the rail transportation 
should close down? 

Secretary- BRINEGAR. YOU are talking about truck? 
Mr. SHOUP. Yes, any other type of transportation. 
Secretary BRINEGAR. We say in our statement that rail is needed. 
Mr. SHOUP. It is essential? 
Secretary BRINEGER. Yes. 
Mr. SHOUP. You make a statement on page 3 that it would be 

discriminatory for the proposal of taking over the rail beds of the 
Northeast systems. Would j'OU care to comment on the proposal 
which has been made of this concept for all of the railbeds? 

Secretary BRINEGAR. I think it is unneeded. It would be very costly. 
I think the rail sj^stems of the country could handle it themselves 
if they had adequate freedom to operate. 

Mr. SHOUP. YOU were speaking of how healthy the tnicking business 
is at the present time. They operate not on a privately owned roadbed 
but a publicly owned roadbed. 

Secretaiy BRINEGAR. But they have done a great deal to finance it 
through user taxes. The trust funds have built the Interstate System, 
plus a lot of other highways in the country. 

Mr. SHOUP. YOU would not consider this as a nationwide alternative 
or possibility? Are you investigating this at all? 

Secretary' BRINEGAR. We have had an internal analysis of it and 
have concluded that it is not necessary. 

Mr. SHOUP. I am somewhat bothered by your statement. I think 
someplace in the latter part you speak of being in partnership with 
the ICC, but you are quite outspoken in that you want to preclude 
their responsibility and take over the decisionmaking. As a partner 
what is the feeling of the ICC on this? 

Secretary BRINEGAR. Partners often have disputes, yet they 
remain partners. 

We feel, as I indicated, and share your committee's view that time 
is of the essence and the time is here for some rather rapid movement 
as we propose. 

Mr. SHOUP. If it is going to necessitate legislation for you to act 
in this method, and you act to take care of this one specific problem, 
and once you solve this problem, you throw it back in the laps of the 
ICC which does not have, and I would tend to agree with you, the 
legal abiUty to handle such situations, aren't we merely putting off 
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the solution to the problem? Why then do you not recommend that 
legislation that would enable you to act promptly be so constructed 
as to allow the ICC to act in the same manner with the same rapidity? 

Secretary BRINEGAR. I can only speak for our abilities and experi- 
ences and believe that we could describe the procedure and proceed 
with it within the guidelines that were specified in the bill. The ICC 
has a long history of procedures that have not encouraged them to 
act promptly. 

I just have to say at this point that I share the committee's desire 
to move rapidlv and I hope that we have proposed a way to do it. Of 
course, both of us are in agreement on future abandonments which 
would help provide a way of avoiding a new Northeast wreck. 

What we are saying is that we feel this window in tune I have 
referred to should be open. 

Mr. SHOUP. It seems as though you are contradicting yourself 
that you want the ICC to allow legislation for rapid abandonment. 

Secretary BRINEGAR. I am talking about postrecovery. 
Mr. SHOUP. After postrecovery. 
Secretary BRINEGAR. Yes. 
Mr. SHOUP. I question the advisability, personally, of switching 

command, of who is in charge. 
Then if I may move along, on page 8 and I think you can clear 

this up for me, you refer in your statement of setting up a viable 
organization to actually own, to take over the assets. Then on page 
8, I think you used the specific words, you say "This board would 
select assets". Later on you refer to the fact that it would be an 
operating organization. Could you clarify that? Do you understand 
my confusion there? 

Secretary BRINEGAR. Yes. We visualize that initially this board 
would function as an incorporating body. They are not the operating 
body at the start. 

They are the catalyst, the organization that gets it going. They 
serve as the initial board of incorporators and, in fact, may put in 
place two new corporations that would then become the operating 
bodies. 

Mr. SHOUP. Then who would own the assets? 
Secretary BRINEGAR. The shares would be owned by the estates. 

They would give shares to the estates in return for title to the assets. 
The corporations would be owned by the estates. 

Mr. SHOUP. But the corporation would not be the operating entity? 
Secretary BRINEGAR. The new corporation would, yes. But its 

ownership would be held by the estates. 
Mr. SHOUP. Now we spoke, I think, on your feeling of private 

investment without any Federal guarantee, no Federal participation, 
which you eliminate any reference to within your written statement. 
On page 19 1 find it interesting that you are quite specific in that you 
are opposed to the position taken at the present time under the 
Amtrak approach. Federal participation on local option for contin- 
uation. You are opposed to that. Is the Department cf Transportation, 
opposed to the passenger approach at the present time? 

Secretary BRINEGAR. I see a distinction between passenger service 
handled solely by Amtrak as a last resort so to speak, and freight 
service for which there is adequate competition and where alter- 
native modes of transportation are available. I do see a distinction. 
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Mr. SHOTJP. Then you feel it is justified under Amtrak for Federal 
and local participation to work together, but not in freight? 

Secretary BRINEOAB. To make a long time permanent commitment 
is a little harsh, but what is working now in Amtrak seems a good way 
to get it started. However, we do not see that freight necessarily falls 
in a parallel situation. 

Mr. SHOUP. It would not be necessary to ofiFer that little bait that 
we did to the local Unes, that if you want to continue passenger service 
the local community would put up a certain percentage of the loss and 
the Federal Government would come with their share? 

Secretary BRINEGAB. We hope not, because the benefit of the service 
would accrue pretty well locally. 

Mr. ADAMS. Would the gentleman yield for a moment because T did 
not cover the passenger system at all with you, and Mr. Shoup has 
raised that question. 

What do we do with the Penn Central's corridor system? Under this 
system does it go into the freight corporation? Is it going to be part 
of Amtrak? Is it going to be hquidated: What happens to the service 
between Boston, New York, Philadelphia, Baltimore and Washing- 
ton, D.C.? 

Secretary BRINEGAB. The service is presently being handled by 
Amtrak. 

Mr. ADAMS. It really isn't. They contract with the Penn Central. 
The Penn Central says they are not being paid enough and they are 
going to shut it down as sure as God made Uttle green apples if they 

ave anything to say about it in a reorganization unless the Govern- 
ment pays for it. Should we put something in the bill, in Amtrak's 
bill or some other bill, for that? What is your recommendation that 
we do with that? 

Secretary BRINEGAB. Our view right now is that recommendations 
as to the future handling of the corridor passenger service should be 
deferred until the board of incorporators has picked the assets they 
want to operate. They might decide that that right-of-way is so 
valuable that they want it. What they need is a different relationship 
with Amtrak. It is very difficult for us at this point to again "cook 
book" the details. We indicate in our report that this will require 
possibly separate handling after the board of incorporators has made 
its recommendation. 

Mr. ADAMS. Mr. Secretary, you just have to have a plan at this 
Eoint. You must have in mind, with all the months of study that have 

een in this, what you are going to do up there. 
Secretary BRINEGAB. We are going to keep it going. 
Mr. ADAMS. Mr. Shoup. 
Mr. SHOUP. My final question. I am going to read a sentence on 

top of page 22, Mr. Secretary. It says, "We have tried to say that no 
one really knows enough at this time to lay out specific dollars or 
dollar commitments." 

I have two questions. Why don't you know now, and when are you 
going to know? 

Secretary BRINEGAB. I don't know now because I don't know what 
service should survive in the long term. Nor do I know the labor 
staffing, nor some of the other elements we discussed. Nor do I know 
the ability to raise money in the private market. These again come 
back to starting a corporation. 
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I have been around a few ventures and I know what happens in 
many situations. You sit down and you start going. For a man to say, 
"Here is my book, and here is what it is" on day one is to overreach 
your abihty. 

Mr. SHOTJP. I tliink you underestimate the ability of the people who 
work for you in the Department of Transportation. I think they could 
come up with something. 

Secretary BRINEGAR. I tliink we can speculate a bit and put down 
alternatives. But to say that this is what we will have after these 
parties have sat down and hammered out the final system is to over- 
reach what we are really capable of doing. We have to prescribe a 
procedure. We cannot prescribe a solution. 

Mr. SHOUF. Mr. Secretary, don't we have to start someplace? 
Doesn't somebody have to take the first step, make that first pro- 
posal? I think this is what Mr. Adams is sajnng, what we are all 
saying to you. As the responsible agency in this, the logical one, we 
are asking you to come up with a suggestion. 

We would like to have a specific suggestion that we can get our 
teeth into and a basis from which to start. We may not agree with 
you. You know, with respect to what you have here. I wish you had 
somebody sitting alongside of you from the private sector who would 
saj-, "We tliink it is a great idea and we will put up the money for it." 
1 wish we had that. That would be Utopia. But we don't. 

Secretary BRINEGAR. I would worry that I had somehow given 
away something if we had that. 

Mr. SHOUP. I would say you should have more faith in your plan 
here. I think you indicated that the private people would do it. 

Secretary BRINEGAR. I think if you will read the material that we 
have filed, and other material that we will prepare for you, you will 
see a general agreement on the thrust. There is a natural concern, 
everybody has some qualifications to something of this nature. But 
as a direction, as a thrust, we think that what we propose is the right 
way to do it, and it will work. 

For me to come up with a package that says, "This is the mileage, 
and this is the track, these are the dollars", that is simply not possible 
unless, of course, the Federal Goverment says, "And we will sign 
the bottom line of the check." Of course, you can always do things 
like that, but it is not fair to the taxpayers. 

Mr. SHOUP. I think this is what bothers us—and Mr. Adams brought 
this out .'yesterday in liis discussion with Mr. Stafford—first before you 
talk about money or anything else 3*ou are going to have to determine 
the costs in the core area, what areas are you going to serve, and that 
can be done, I think, on a very simplified formula. 

Secretary BRINEGAR. We would propose, as I indicated in my testi- 
mony, to identify the areas where the current and potential traffic 
indicates that rail is the best long run way to move the freight. 

Mr. ADAMS. Can't Mr. Ingram give us a computer run on that now? 
Secretaiy BRINEGAR. We are working on it. 
Mr. SHOUP. I think, Mr. Secretary, again, to restate it we have a lot 

of faith in the Department of Transportation that you can do this for 
us, b>it you seem reluctant, without legislation to direct you to do it 
you don't want to. You say 90 days after legislation you can come up 
with this core area. Why wait? 

Secretary BRINEGAR. Thirty days after the enactment of legislation 
we would put out a tentative finding for pubhc comment. 
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Mr. SHOUP. What is 30 days from today, Mr. Secretarj"^? 
Secretary BRINEGAR. We certainly would like to have the legisla- 

tion so that we can get started. 
Mr. SHOUP. Can't you get started without it? Don't you have author- 

ity as the Secretary to do that now, to delegate that, to instruct 
someone to do that? 

Secretary BRINEGAR. We certainly are working on what we think it 
ought to be. We are not sitting idly spinning our wheels. A part of the 
solution is to identify the core rail system, and let the incorporatore 
decide what specific services they will provide in that system, plus 
whatever additional service they want to offer, negotiate with labor, 
the financial community, the creditors. These steps will move us for- 
ward fairly rapidly. They should offer enough encouragement to the 
trustees and judges so that they will defer liquidation. 

As always, if you pubUsh a map eveiybody wants to come in and 
legislate on a map. The country has had an awful lot of that in the 
past. We would identify a core rail system on the basis of procedure 
prescribed in our bill. This would lead to efficient use and the long- 
term health of the railroads. We think that the actual lines, wliich 
tracks, which terminals, can only be selected by the incorporators on 
the basis of the assets available to them. That is the way companies 
get started. 

Mr. SHODP. Mr. Secretary, here you say you can do it. 
Secretary BRINEGAR. No; core rail service is not a bunch of tracks. 

As I said, it would identify the areas that should be served by rail. The 
incorporators are going to have to select the actual tracks and ter- 
minals they will use. 

Mr. ADAMS. Will the gentleman yield for a moment? 
Mr. SHOUP. GO right ahead. 
Mr. ADAMS. NOW they designate a corridor. I will go through 

briefly with j'ou what 1 did yesterday with the ICC. You have 
sitting Avith you some gentlemen who know a great deal about this, too. 
You nave four potential systems with sLx companies opreating in the 
bankruptcy, plus two viable railroads. You have the Northeast area 
with the Boston & Maine, and the question, are you going to use the 
Boston & Maine route across the mountains, or are you going to use 
the Boston & Albany and the Penn Central System? You have the 
problem as you go down through the New York area, you have tlie 
Jersey Central, the Reading, and Lehigh, and remnants of the Penu 
system, all of which have a degree of redundancy in them. You have 
going across the top the Erie and Lackawanna, and the B. & O.-C. & O. 
You have in the central part of the Penn Central system which to a 
degree competes with, to a degree is involved with, the Lehigh Valley, 
the Reading, and also with the Jersey Central. 

Now somebody is going to lose out, and the decision is going to be 
made, "Okay, we are going to take the tracks from the Reading 
Railroad," or "We are going to take the tracks from the Penu Cen- 
tral," and that is what is going to happen. The hghts are going to go 
out for somebody. 

Now there is a great deal of involvement by people in the financial 
community, by operating people, by others, as to which gateway is 
used, whose track, whose assets are brought as opposed to having to be 
liquidated. 

I will close with just this example, and if you want you may consult 
Mr, Ingram about it. You can take a viable railroad like the D. & H. 
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and depending on which connection you put into it, Mr. Secretary, 
the railroad will go out of business or stay in business. Now there will 
be some interest as to who is on this board of incorporators. I don't 
know under your proposal whether they are going to get together in a 
room someplace and say, "Okay, you are in and you are out", or what. 

We had kind of visualized, that is what I was asking the ICC, that 
you do a public thing, you give people a chance, shippers, commu- 
nities, the viable roads, the bankrupt roads, to operate m this. But my 
understanding of your proposal is that you would designate a corridor. 
It has to be a corridor across the Northern part. There has to be a 
corridor coming into New York from the South, a corridor coming 
into New England, and the incorporators will have to decide who is in 
it. 

Will you tell me if I have described your proposal correctly? I don't 
want to put words in your mouth. I would like vou to tell me. 

Secretary BRINEGAR. You are asking for details that will emerge. 
Mr. ADAMS. I am not asking for details of who will be selected, 

because you would have a lot of people in this room faint if you said, 
"You are in, and you are out." I am just saying who in vour proposal 
is going to, for example, decide, "Okay, we are going to close down the 
Reading, and we are going to close down the Jersey Central." 

Secretary BRINEGAR. First, we are dealing with the bankrupts only. 
We are not dealing with the nonbankrupts that serve this area. 

Mr. ADAMS. YOU are. 
Secretary BRINEGAR. YOU could, right, but the proposal as I said 

is that initially you deal with the system offered by the bankrupts. 
If they want to negotiate with the nonbankrupts, that is their privilege. 

Mr. ADAMS. What I am saying is that you have the other railroada 
involved in both stockownership, creditor relationships, gatew^ay 
relationships. What offers are made—this is what we mean about 
thro%ving it into the private sector—have enormous impact on the 
viability of those that are stUl viable, and the potential of others like 
the Erie coming out. If you decide the Erie is the system, the Erie 
can come out of bankruptcy. If you decide you can use B. & O.-C. & O. 
and remnants of the Penn Central system, the Erie might well never 
come out. I am asking you who is going to make this decision. 

I think you have told me it is a board of directors appointed by the 
President in this corporation, but with no ICC review. I think you 
told me that your department would make no review other than to 
see that two things happen. One, there was competition in high-density 
markets, and second—I will read it to you on page 8: 

In designing the system the Board would apply two criteria: economic viability 
of each element of the system, or systems, and preservation of rail service com- 
petition in high density markets. 

Now if that it so, is what you are telling me that the board of 
directors will make these decisions? 

Secretary BRINEGAR. Their job is to design the best railroad syst«m 
they can out of the assets that are offered to them. 

Mr. ADAMS. It is in their best interest in the marketplace? 
Secretary BRINEGAR. Yes, it is. That is part of the problem, of 

course, that the Northeast has had. The railroad has not been of the 
nature that has adequate long-term economic sense. It is the board's 
job within the framework, the overview, and the criteria that we 
have specified, to work with the assets of the bankrupts. If they want 
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assets as they can deal with and to find a solution that is satisfactory 
to the interested parties. 

Mr. ADAMS. Now you have mentioned before, and it is one of the 
keystones of your presentation, that people loan to viable railroads 
and that they do exist. You have used examples. I think you used 
the Southern and the Southern Pacific. You could go into others. Do 
you really believe that the rail system in the Northeast, which is a 
short haul terminal operation, is comparable to the Southern, or to 
the Southern Pacific, or to the Bm-lington Northern, which have 
basically long haul system and lower terminal costs? You may want 
to talk with your people. 

Secretary BRINEGAE. I do. 
Mr. ADAMS. You do? 
Secretary BRINEOAB. I do. We have looked at that. We feel that 

the average haul in this area is not as short as some might think. These 
are fairly complicated matters, but we feel that in fact the section can 
be financed, and it would be a verj' profitable railroad system. The 
traffic density is very, very high. As we have said in our report, there 
may be some regulatory reforms needed in terms of future ratemaking 
ability, and future ability to move a little more with the times. 

Mr. ADAMS. What about the division of rates with the present 
roads that are connectingnow into this area? 

Secretary BRINEGAR. We will have in our regulatory proposals our 
recommendations on these matters. 

Mr. ADAMS. Mr. Secretary', unless I miss my guess you are going to 
go back to your prior proposal which was a zone of reasonableness, or 
setting of rates according to market conditions, and you are going to 
throw this new baby into the bath with the established people on rate 
divisions, is that correct? Only there will be a zone of reasonableness 
so that the ICC will not directly make rate divisions? 

Secretary BRINEGAR. I think you miss your guess. 
Mr. ADAMS. All right. Then tell me. 
Secretary BRINEGAR. We have not submitted our bill yet. 
Mr. ADAMB. Mr. Shoup, I go back to you. 
Mr. SHOUP. Thank you very much. 
Mr. ADAMS. Mr. Secretary, I am not trj'ing to make it difficult for 

you, but we have Uved with this thing now up here for a long time. We 
have got to have something definite to go on or else we are going to 
have to play this kind of game with you which is that you come up 
with your proposal, we pass it, and we see whether or not it flies. If it 
crashes in flames out there, then we come in with a second solution, 
and with that second solution, after the bad taste that is left by the 
first one, I don't know what we will get. 

Secretary BRINEGAR. vSir, our job is not to bring about wrecks in 
anv of the modes we deal with. 

\IT. ADAMS. I hope not. 
Mr. Shoup. 
Mr. SHOUP. Thank you, Mr. Adams. 
On page 7, Mr. Secretary, and this is what I was speaking of, of 

something that we need, something concrete, you say: 
We propose that the Secretary of Transportation be empowered to identify this 

core service with provisions for the input of views by all interested parties. Wo 
believe that 90 days is adequate time for this step. 
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Mr. Secretary, you are asking to be empowered to do this by 
Congress. Would a request by this conaniittee that this information be 
provided us m the next 90 days be out of order? 

Secretarj'^ BRINEGAR. Sir, if it is the purpose of just having more 
hearings, and sort of adding to the pile of things, we would hke to see 
the whole thing move fonvard. We visualize it as an integral part of our 
proposal so that the trustees know in fact that more is going on than 
just studies of the core system. So, we have it as part of our bill, and 
would like to see it included as part of our bill. 

Mr. SHOUP. I would hope that you have the feeling of the committee 
that they would like to have something along this line before they 
enact a bill as a prerequisite to give us some indication of where we 
are going. 

Secretary BRINEGAR. Certainly, sir, this is getting to the heart of the 
matter. The Interstate Highway System was not designed by Congress, 
I don't think. 

Mr. ADAMS. It was, Mr. Secretary. 
Mr. SHOUP. I thought that was quite obvious. 
Secretary BRINEGAR. The idea was in the bill. I think the mileage 

was laid out elsewhere. You know, historically the ICC has done this 
and we have discussed the reasons why we don't think they are the 
right body at this point. We beUeve that we are close enough to it and 
do have the knowledge and can provide the guidehnes so that we can 
proceed ahead in a manner that is in the pubhc interest. 

Mr. SHOUP. I will buy that 100 percent. Will you do it 90 days from 
today? 

Secretary BRINEGAR. AS part of the whole bill? 
Mr. SHOUP. In other words, no, }'ou won't; because j'^ou won't get a 

bill passed today, I can assure you, Mr. Secretary. 
Secretary BRINEGAR. We don't have the bill before j'ou. 
Mr. SHOUP. That is what I am saying. 
Secretarj'^ BRINEGAR. We want to move ahead on all fronts. We are 

not sitting idly by as I have said. We want to make sure what we are 
doing in fact leads somewhere. We have to come back to what I said a 
couple of hours ago: When the trustees and judge sit down in the sum- 
mer and look at the options, the options are to proceed ahead with the 
private sector-type solution that provides adequate streamlining and 
adequate protection as we have in a general framework tried to sug- 
gest, or to shut down. We think that our solution will encourage people 
to take our route and it will work. 

Mr. SHOUP. NO further questions, Mr. Chairman. 
Mr. ADAMS. Mr. Secretary, do you or your staff people wish to make 

any further comment to the committee? 
Secretary' BRINEGAR. Not at this time. 
Mr. ADAMS. We appreciate verA- much your being here this morning. 

I hope what we have done has been productive. 
The committee will stand adjourned until Thursday morning when 

we will have the trustees of the Penn Central Railroad before the 
committee for testimony on the same subject. 

The committee will adjourn until Thursday at 10 o'clock.* 
[Whereupon, at 12 noon the subcommittee adjourned, to reconvene 

at 10 a.m., Thursday, April 19, 1973.] 
> Th« sippoaranrr o( the trustees of the Fenn Central Railroad was i>ostponed and subsequently resched- 

uled for May 8, 1973. 



NORTHEAST RAIL TRANSPORTATION 

TUESDAY, MAY 8, 1973 

HOUSE OF REPRESENTATIVES; 
SUBCOMMITTEE ONITRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 2322, 
Raybum House jOffice Building, Hon. John Jarman [chaiiman] 
presiding.  . fci£^ 

Mr. JARMAN. The subcommittee will please be in order. 
Today we resume the hearings on the Northeast rail problems which 

this subcommittee started on April 16. Because of the East«r recess 
and the full committee's consideration of the railroad retirement 
legislation, wo postponed these hearings for 2 weeks. 

As I said in my opening remarks on April 16, while we will focus 
our primary attention on the immediate crises in the Northeast, we 
want to also consider the broad problems involved throughout the 
country not only in the rail transportation field but also in the other 
surface transportation modes. 
F*Thig mormng we have with us trustees in bankruptcy of the Penn 
Central Transportation Co. These gentlemen were originally scheduled 
to testify before this subcommittee on April 19; however, we were 
forced to postpone the hearings, and we wish to apologize for any 
inconvenience this may have caused you. 

Ijet me at this time introduce Mr. Jervis Langdon, Jr., for the 
record and ask Mr. Langdon to introduce his associates tliis morning 
and to then proceed with your testimony as you have planned. 

STATEMENT OF JERVIS LANGDON, JR., TRUSTEE OF THE PENN 
CENTRAL TRANSPORTATION CO.; ACCOMPANIED BY GEORGE P. 
BAKER, TRUSTEE; WILLIAM H. MOORE, PRESIDENT, PENN CEN- 
TRAL TRANSPORTATION CO.; CHARLES A. HORSKY, SPECIAL 
COUNSEL TO THE TRUSTEES; AND ROBERT W. BLANCHETIE, 
COUNSEL TO THE TRUSTEES 

Mr. LANGDON. Mr. Chairman, on my immediate right is Mr. George 
Baker, who is one of the three trustees; and sitting next to him is 
Mr. Moore, who is president of the Penn Central Transportation Co.; 
and sitting next to Mr. Moore is Mr. Horsky, special counsel to the 
trustees; and on my left is Mr. Blanchette, counsel to the trustees. 

Mr. Bond, sir, is the third trustee, who unfortunately, because of an 
annual meeting of his corapanj'^ today, could not be here. There are 
three of us with equal authority, and this was an engagement for 
Mr. Bond that the postponed date conflicted with. 

(245) 
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Mr. JARMAN. We understand and appreciate your being with us. 
You may proceed in your own manner with your testimony. 

Mr. LANGDON. At the outset, we wish to express our appreciation 
for the opportunity to appear here today. The Jrenn Central reorgani- 
zation has developed into a situation of extreme urgency, and dead- 
lines for results imposed by our court are rapidly approaching. We 
cannot overstate the importance of a prompt decision by the Congress 
on the appropriate measures to be taken to avoid the consequences of 
a large-scale cessation of rail service on the Perm Central System. 

The major developments in the Penn Central case are traced in our 
several reports to the court that is overseeing the Penn Central 
reorganization proceedings. We should like to make a part of the 
record of this hearing the last two such reports, dated January 1 and 
February 1, 1973. [See p. 255 and p. 262.] After reviewing these 
reports, Judge Fullam, on March 6, 1973, concluded that the constitu- 
tional rights of the owners of the Penn Central estate were being 
threatened by the continuation of railroad operations at substantiiu 
and recurring losses. In the absence of progress toward putting the 
railroad on a soimd financial basis, the court found it highly doxibtful 
that Penn Central could be allowed to operate on its present basis 
beyond October 1 of this year. 

The court required us to report on July 2 whether actions by the 
Congress make a plan of reoi^anization feasible and, if not, to submit 
proposals for liquidation or other disposition of the enterprise. We 
should like also to make the court's memorandum and order a part 
of this record. [See p. 272.] 

Our July 2 advice to the court will be guided in large part by the 
reaction between now and then of the Federal Government to our 
situation. The problem may be simply stated: Most of Penn Central's 
services are essential to the national interest. At the same time, the 
the large deficits are eroding the owners' interest. Two factors, the 
pubUc need for Penn Central's services and the premise that private 
property cannot be taken for a pubUc use without compensation, are 
on a collision course. Only Government action can resolve that conflict. 
In the absence of such a resolution, we must go down the uncertain 
path of liquidating an enterprise of unprecedented size and im- 
portance. 

The announcement of these hearings stated that they would be on 
H.J. Res. 50, introduced by Mr. Eckhardt and others, and on H.R. 
4897 and H.R. 5822, introduced by Mr. Adams. The committee has 
also considered in its deliberations the two reports dated March 26, 
1973, one by the Secretary of the Department of Transportation and 
one by the Interstate Commerce Commission, together with a pro- 
posed bill now before you as H.R. 6591. Our comments will therefore 
cover all of these proposals. 

COMMON   PREMISES 

Each of the proposals before you, except House Joint Resolution 50^ 
deals with the problem of the northeastern railroads rather than Penn 
Central alone. They vary widely in their recommendations, but one 
significant fact emerges quite clearly: There is a remarkable consensus 
as to the premises on which any solution to the problem must be 
constructed. Despite the variety of solutions, in other words, the 
problem is defined within quiio ^larrow limits. 
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The two bilk—H.R. 4897 and 6822—and the two reports all 
appear to accept these premises: 

1. Excess rail plant in the Northeast is a major cause of the problems 
of the railroads that operate in that area. 

2. While a variet_y of methods is proposed to achieve a reduction 
to a system that will have economic viability, they all contemplate 
some form of enabling Federal legislation. There is also general 
recognition that the reduction must be accomphshed at a much 
faster pace than is provided by present Interstate Commerce Act 
procedures. 

3. As to branch lines that do not generate enough freight revenue 
to operate profitably, it is generally felt that the service should be 
retained only if the affected States, communities, or shippers are 
willing to contract for support of the service on a businesshke basis. 

4. There is agreement that freight service should not and cannot 
continue to subsidize either intercity or commuter passenger service. 
This is a major concern for Penn Central, particularly in the Boston- 
Washington corridor. 

5. There appears to be agreement that any reduced rail system in 
the Northeast will need fewer employees. As a result, the question 
of labor protection and job retraming for affected employees is a 
major factor. 

6. It is conceded that the financial position of the railroads, particu- 
larly in the Northeast, has been so precarious for so long that funds 
have been unavailable for adequate maintenance of plant and equip- 
ment. Consequently, there is a pressing need for major expenditures 
to modernize and upgrade whatever raal sj^stem is retained. 

7. And last but by no means least, there is recognition on all sides 
that there is need not only for action but also for prompt action. As 
we have already said, the Court is to consider on July 2 whether the 
operations of Penn Central can be permitted to continue, and the 
result of that hearing may mean a cessation this summer of Penn 
Central operations as presently conducted. The situation as of now 
of the other bankrupt roads does not appear to be much better, 

APPUCATION  TO  PENN  CENTRAL 

Our responsibility, of coiu^e, is as trustees of Penn Central. It is 
significant that these overall premises to which we have just referred 
are entirely consistent with the conditions to a successful reorganiza- 
tion of Penn Central itself. Since 1970, when Penn Central went into 
reorganization, our efforts have been to accompUsh four things which 
were essential to a private-income-based reorganization of that 
enterprise: 

First, the elimination of improfitable freight lines. Second, the 
elimination of urmecessarj' employees. Third, adequate compensation 
for passenger service or the elimination of uncompensated service. 
And, fourth, an adequate rail system providmg the kind of service that 
would increase the volume of our freight traffic and revenues. The 
points of agreement just described address themselves to those goals. 

Because we could not accomplish these objectives within the time 
we have—that is, before the erosion of the Penn Central estate becomes 
an unconstitutional taking of the property of the Penn Central 
owners—we now must have outside help or the operation will have to 
stop. 
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So far as Penn Central alone is concerned, the report filed by the 
trustees on February 1, 1973, to which we have already referred, 
outlines the alternatives for Federal action in some detail. In summary, 
they amount to the following: 

1. A viable Penn Central must be reduced in size. The maximum 
benefits, and hence the greatest likelihood of a permanently successful 
reorganization, would leave some 11,000 miles of railroad. A lai^er 
remaining system, such as the 15,000-mile system which the trustees 
have considered, would require greater outside assistance and would 
be of more doubtful long-tenn viabiUty. 

2. A viable Penn Central requires that means must be provided for 
speedy action either to eliminate, or to provide Government or shipper 
support for, the lines not necessary to the reduced system. 

3. A viable Penn Central requires that means must be pro\nded for 
speedy relief from all uncompensated passenger service. 

4. A viable Penn Central requires the elimination of two categories 
of unnecessary employees: Those who must now be employed because of 
arbitrary crew-consist rules and those who would be rendered redun- 
dant by the essential reduction in the size of the system. 

5. Finally, it is not possible, on our calculation, to impose on the 
reduced system, whether its size be 11,000 or 15,000 miles, the costs 
both of labor protection and of deferred maintenance. It was for this 
reason that the trustees suggested, on February 1. that a major part 
of the cost of modernization and upgrading of the reduced Penn Central 
Elant—$600 million to $800 million by 197(3—would have to be supplied 

y the Federal Government, at least until the reduced system has de- 
veloped an earnings record which can attract private capital. 

The Federal Government could go far toward providing viabiUty for 
a reduced system if it assumed the costs of protecting and retraining 
those employees whose services would be unnecessary. 

The February 1 report to our reorganization court included a further 
suggestion which we believe merits careful consideration by the com- 
mittee; namely, the acquisition by the Federal Government of the 
northeastern corridor—from Washington, D.C., to Boston—for pas- 
senger use. This corridor is preponderantly a passenger operation— 
intercity and conunuter. At a minimum, continuation of tins corridor 
passenger service will require continuation of present- and to-be- 
negotiated payments for contract operations, including compensation 
from Amtrak on the basis of fully shared costs and return on invest- 
ment. 

In such case, the trustees would take most seriously an offer by the 
Federal Government to take over this corridor on a basis of just com- 
pensation with due regard to the costs of relocation of freight service. 
Depending on what was done to insure the viability of the remainder 
of the system, the terms of the acquisition could be an essential com- 
ponent in structuring a reorganization plan for a private enterprise 
railroad. 

In this regard, attention will have to be given to the costs to the 
purchaser of industry relocation or new rail connections to permit 
continued rail access by Penn Central to those industries presently 
given freight ser\-ice. 

Wo do wish to emphasize, however, that, although Government 
acquisition of the passenger corridor may well be justified, we do not 
see a similar need for the progi-am stated in House Joint Resolution 50 
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that the Government should acquire and operate the entire enterprise. 
House Joint Resolution 50 appears to us to be the least desirable as 
well as the most expensive approach which this committee could take. 
H.R. 4897 and 5822, which provide for Government ownership of the 
entire restructured roadbed, may also create a larger obUgation on the 
part of the Government than is necessary. The public costs of insuring 
a viable Penn Central within private enterprise—along the lines we 
have suggested in this testimony and elaborated upon in our reports to 
the court—would be substantially less. A transfer of ownership of the 
roadbed to the Government would, by itself, leave the capital needs 
of the system untouched. Required expenditures by the Government 
amountmg to a great deal more than the $600 million to $800 million 
earlier mentioned as a necessary figure for Government support would 
still have to be made. 

Obviously, the best solution for the Penn Central problem is one 
which addresses itself to the long term and prevents the recurring 
crises that have occurred in the last 3 years. However, immediate 
measures are also necessary. We agree with the Interstate Commerce 
Commission that financial assistance, on an interim basis, will be 
needed while the restructuring of the system is being achieved. As 
the Commission observed, sums will have to be provided to assure that 
"creditors' rights are not constitutionally impaired by a continuing 
cash drain." 

APPLICATION   TO   NORTHEAST 

While Penn Central is our responsibility, we recognize that this 
committee is concerned with the other bankrupt railroads in the 
northeast. The proposals of the Department of Transportation and of 
the Interstate Commerce Commission deal with the problem of the 
northeast as a whole. Even without detailed information with respect 
to these other carriers, we respectfully suggest that the proposals 
made with regard to Perm Central can be extended to tne entire 
northeast. At the risk of some repetition, they are, as appUed to the 
regional problem, as follows: 

1. It is not feasible to construct a core railroad system which must 
assume both the costs of deferred maintenance and the costs of labor 
protection, nor is it feasible to impose the labor protection costs on 
the bankrupt estates. It is, in our judgment, particularly equitable 
that the costs of protecting those employees whose services would be 
unnecessary to any new core railroad or railroads—or to the continua- 
tion of subsidized passenger service or subsidized freight lines—should 
be assumed by the Federal Government. A retraining program under 
the auspices of the Department of Labor could signincantly reduce 
the total costs. 

We believe that only in that way can the resolution of the surplus 
labor problem be premised, as it should be, on human factors rather 
than on legal technicalities. 

First, the legal rights of employees vary with the railroad involved 
and, indeed, are different among employees on the same railroad. 
Yet, the need to afford some security and retraining opportunity is 
not Umited to employees who contracted in the past for job protection. 
Second, the legal rights of employees are not clear. Lengthy litigation 
would ensue, during which these men and women would receive no 
payment. In addition, it is doubtful that any of the bankrupt estates 
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would be able to honor claims in cash even if legal rights in favor of the 
employees could be established. The reorganization process is usually 
a length}' one in which creditors with substantial claims receive a 
new security rather than cash in discharge of their claims. In sum, 
neither the time problem nor the traditional method of payment is 
conducive to handling employees' claims solely on a "legal rights" 
basis. 

2. Any proposal for a core railroad must recognize the need for 
speedy action on the elimination of uneconomic freight lines. It 
would be acceptable, however, if service could be terminated forthwith, 
leaving abandonment to follow with reasonable speed thereafter if 
shipper groups or local authorities fail to support the service. 

3. Any proposal for a core railroad must provide means by which it 
can be relieved of all uncompensated passenger service. 

4. Any proposal for a core railroad must provide the availability 
of such sums as are immediately as well as later necessary to modernize 
and upgrade the system. Viability, in other words, is not solely a 
function of increasing the density of traffic on fewer miles of rail but 
of providing a speedy and reliable rail system which can offer effective, 
modem, competitive service. 

5. Any proposal for a core railroad must recognize that the char- 
acteristics of the railroad industry impose requirements as to earning 
power beyond simply support of a capital structure and long-term 
debt. The enterprise must also be financially equipped to deal with: 

(a) The burden of charges for transportation equipment, 
leased line rental, rent for nontransportation equipment, and 
real estate taxes; 

(b) The need for initial working capital and working capital 
to accommodate seasonal characteristics; 

(c) The need to finance additions, betterments, and replace- 
ments before either the cost maj' be capitalized on a permanent 
basis or the earnings contemplated to be produced from the 
improvement materialize; 

Id) The need for flexibility to meet intermodal competition 
through creation of new facilities or acquisition or construction 
of special purpose equipment; 

(e) The need for earning power required to discharge maturing 
obligations or to establish acceptability in the marketplace for 
refunding; 

(/) The need for technological upgrading of plant and equip- 
ment over the long run; and 

(g) The need for a dividend poUcy sufficiently attractive to serve 
as a foundation for an equity component of the capital structure 
and to provide the marketplace with the assurance of financial 
worth and stability. 

We have examined the various proposals which have been made 
with respect to the Northeast and, m our judgment,  the general 
principles advanced by the Interstate Commerce Commission more 
nearly than any other would produce a viable long-term solution. 
That plan recognizes the emergency which now exists as well as the 
need tor temporary' financing in order to gain the time necessary to 
do the best possible job of restructuring the existing system. It recog- 
nizes that Government is necessary to modernize and upgrade the 
reduced system that will emerge and that the costs of labor protection 
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are such that they should not be imposed on the railroads alone. 
And it provides a basis, through temporary financial contributions 
to local governments, for resolving the ultimate fate of branch lines 
which cannot pay their own way and are not included in the new 
core system. 

PROPOSED   MODIFICATIONS 

We would, therefore, recommend to the committee that it give 
primary consideration to the Interstate Commerce Commission 
proposal but that it also consider the following modifications or 
additions: 

1. There should be specific provision for dealing with the passenger 
problem. As we have said, the reduced system must not be required 
to provide a subsidy to passenger services out of its freight revenues. 
Moreover, even in the context of a restructured Northeast rail system, 
there may well be sound reason to have a separate Northeast pas- 
senger corridor owned by the Government. 

2. The provision for dealing with the cost of labor protection is 
admittedly incomplete. These costs which are essentially the social 
costs of the restructuring of the present system, are a proper public 
responsibihty. 

3. We believe that the ultimate responsibility for the route and 
facility selection would be more appropriately lodged in an independ- 
ent agency specially created to discharge that task, under stringent 
time restrictions and with authority to employ the necessary expert 
assistance. The long experience of the Cfommission with the rail 
system and with the consequences to the public welfare of alternative 
solutions, must be made fully available, but the cumbersome, time- 
consuming procedures that are required of this agency would make it 
difficult or impossible to dispose of the many problems within an 
allowable time frame. 

4. The purpose of the 3-year lease to the Federal Government is 
expressly stated by the Commission to be prevention of further erosion 
of the bankrupt estates while a permanent solution can be worked 
out. We agree with that essential objective. But in setting standards 
for the computation of the rent payable under the leases, the bill 
appears to omit items which are critical components of the ongoing 
erosion. Clearly, the trustees would be permitted by the court to 
enter into a lease only if the rental payments would in fact be adequate 
to terminate the erosion. 

5. H.R. 6591, section 201(f), provides that the rental payments are 
ultimately to be regarded as a repayable Government loan to the 
bankrupt railroads. Wliile the loan would be lower in priority to the 
liens of^ secured creditors, junior claimants—«uch as persons injured 
prior to bankruptcy bv the operation of trains—also have constitu- 
tional rights, and the loan feature of H.R. 6591 means that the bill 
would be ineffective in stemming erosion as to them. We believe the 
court would not permit the trustees to enter into a lease on those terms. 

6. The committee should consider whether it favors one restructured 
railroad or several. On hindsight, the mei^er of the Pennsylvania and 
the New York Central may not have been the best alinement of those 
roads. However, it is now, after great turmoil from labor, shipper and 
management viewpoints, serving as an effective trunkline railroad. 
We see real disadvantage in dismembering the enterprise with all the 
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additional turmoil that such a dismemberment would entail. Rather, 
we would suggest that experience, beginning with the New Haven 
case in 1961, has demonstrated that effective competitive service 
cannot be insured by internecine warfare among marginal or bankrupt 
terminal railroads. 

On the other hand, competition can be preserved if the railroads 
serving this area are supported by strong trunkline carriers. This 
objective could be met m a northeast system of three trunklines: 
a "core" system emerging essentially from the present Penn Central; 
a Norfolk & Western system absorbing the viable parts of the lines of 
the Erie & Lackawanna, the Delaware & Hudson, and the Boston & 
Maine; and a C. & O.-B. & O. system in which was included the 
viable lines of at least the Reading and the Central of New Jersev. 
The suggested extensions of both the N. & W. and the C. & O.-B. & O. 
systems would realistically reflect past and present competitive 
alinements and, in large part, prebankruptcy owTiership affiliations. 
The solvent trunkline carriers, and not the bankrupt terminal 
operators that are linked to them, would determine the sort of rail 
competition that would emerge. 

The solvent trunkline earners might not find it in their interests 
now to include their so-called satellite systems. In that event the 
best solution is probably the designation of a single core, including 
segments of all the bankrupt roads, to insure that rail service Avill be 
continued in this important region. In order to be economic, that core 
would have to be linked to a trunkline system based upon the Penn 
Central. This solution would admittedly result in a single-carrier 
service in an area extending roughly from southern New England to 
the northern tier of the Middle Atlantic States. Single-carrier ser\'ice 
could introduce many efficiencies. 

More importantly, it would hold greater promise for continued and 
improved service in this area than the present balkanized situation 
can ever offer. If this solution is compelled by the unwillingness of 
the N. & W. and C. & O.-B. & O. now to absorb their satellite systems, 
they should not be heard to protest over the resulting loss of compe- 
tition,since that would be entirely a result of their o^vn decision. 

If a three-system Northeast proves impossible because of the 
unAvillingness of the N. & W. and U. & O.-B. & O. to participate, and 
if the Congress is unwilling to proceed toward establishment of a 
single economic core for that region, then we believe that the best 
solution is the creation of the Penn Central viable core through the 
assistance we have already described. This would insure efficient 
continued rail service to at least large portions of the Northeast. The 
other bankrupt roads might then be rehabilitated in other ways: 
Some of them through income-based reorganizations, as the trustees 
of the Erie Lackawanna believe possible; some by local arrangements 
or sales like that contemplated between the B. & M. and the State of 
Massachusetts; and some, at least for a time, by continued operation 
on a bankruptcy basis. There is reason for skepticism as to whether 
such ad hoc remedies can insure healthy competition and adequate 
service in the Northeast over the long term. 

We have other less important, but substantial, questions and com- 
ments about the ICC proposal. If the committee elects to follow that 
route, we would expect to work with the staff in refining the details 
of the legislation. 
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PRIVATE  ENTEBPBI8E   CONSIDERATIONS 

One final matter. The committee should be aware that what we have 
been discussinc is a solution to the problem of Perm Central and of the 
rail system in the Northeast that seeks the greatest practicable amount 
of private enterprise and capital and a minimum of Federal involve- 
ment limited to social costs and support of services which cannot be 
privately financed. 

We prefer this approach, maximizing as it does the disciplines and 
incentives of private enterprise ownership and operation. We recognize, 
however, that from our vantage point as trustees we are not in a posi- 
tion to judge whether, in \aew of regional economics, environmental, 
social and energy-consumption factors, and the like, the Northeastern 
States—and ultimately the entire country—should have a rail freight 
system supported solely by freight rates and local support contracts 
on branch lines. There is general agreement, for instance, that com- 
mutation and intercity rail passenger service is not Hmited to that 
which can be supported by the fare box, and often requires some 
general pubUc support for a variety of economic, environmental and 
social reasons. 

If the Congress should conclude that rail freight service should not 
by limited to that which can be directly self-supporting, it must then 
consider a whole range of alternatives to the basically private enter- 
prise proposal we have supported. 

If you so conclude, we have two major responsibilities. 
First, and most important, is to insist that any solution must involve 

just and proper compensation to the owners of the Penn Central 
estate. This is not only a requirement rooted in those principles of 
fairness which the Constitution embodies, it is also a reflection that 
there is a public interest in protecting investor confidence in regulated 
industries. 

Second, the Government may decide to structure the essential 
Northeastern railroad .system basically along lines other than that of 
viability through internal self-support. In that event, we would urge 
that the committee not ignore the benefits of retaining as substantial 
an element of private enterprise participation as in practicable. 
Private, rather than governmental, operation over a govemmentally 
supported infrastructure has been the normal American solution to the 
problem of our airways, highwaj's and watenvaj^s. We urge you not to 
discard more than absolutely necessary the clear advantages of private 
enterprise. 

Mr. Chairman, before concluding, sir, I would like to read another 
very brief statement, only a page and a half, which contains a sug- 
gested course of procedure here. This has to do with the nature of 
erosion and the problem created by the erosion in our case, in the case 
of Northeast railroads. 

There is general agreement that the continued operation of several 
Northeast bankrupt railroads is imminently threatened unless there 
is a change in the status quo. The threat comes from two sources: 

1. Ceush flow is so marginal that a disruption of service for lack of 
operating cash is a constant possibihty. 

2. Constitutional requirements present continuing and unabated 
erosion of the owner's rights solely for the purpose of continuing 
service   to   the  public. 
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At the same time, a complete consensus has not yet formed over the 
precise solution to meet the Northeast rail crisis. It seems unlikely 
that that can occur in the immediate short range, nor is it clear what 
precise costs would have to be met to check unconstitutional erosion. 

Before the Congress can make an appropriate decision, we believe 
that it, as well as all of the parties in interest involved, should have the 
benefit of expert and independent consideration, all within the time 
limitations that the situation requires. 

Accordingly, we would be prepared to recommend to our court that 
the timetable it has set be altered to permit the following: 

1. A 60-day interim period during which the ICC would determine 
on a full record and with notice and opportunity to be heard, what 
would be necessary to stem erosion for 1 year and thus to sustain 
operations on a constitutionally permissible basis, with a provision 
that the amounts found necessary would be retroactive to the time the 
authorizing legislation is enacted. 

2. During the 60-day period, the designation of a system and the 
other measures designed to implement a long-range solution would be 
instituted along the principles set out in the ICC report. 

That concludes our statement, Mr. Chairman. 
[Testimony resumes on p. 275.] 
[The attachments referred to follow:] 
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IN THE UNITED STATES DISTRICT COURT 
FOR  THE  EASTERN DISTRICT  OF  PENNSYLVANIA 

In the Matter of In  Proceedings for the 
Reorganization  of a 

PENN   CENTRAL  TRANSPORTATION Railroad 
COMPANY, 

Debtor No.   70-347 

TRUSTEES'  INTERIM   REPORT  OF  JANUARY   1,   1973 

In their Report of April 1, 1972, the Trustees stated that they would, on January 1, 
1973. discuss progress made In securing full compensation for Penn Central's passenger 
service, both intercity and commuter. That aspect of their reorganization planning is 
detailed in Part II of this report. 

The Trustees have also stated that if they concluded that the reorganization course 
which they proposed in their April 1, 1972 Plan for Reorganization required a material 
change they would promptly so advise the Court and the Interstate Commerce 
Commission. Such advice must now be given. 

The Trustees have concluded that without government financial assistance for 
improvement of the railroad, a reorganization of Penn Central cannot be achieved in 1976, 
as they had considered possible. 

The extent of assistance needed, as well as the forms of assistance which the 
Trustees will recommend, will be the subject of further advice to the Court, and the 
Government, within a matter of weeks. The purpose of the assistance would be to Improve 
Penn Central's plant and provide more serviceable equipment in order that the projected 
volume increase in traffic — upon which the reorganization depends — can in fact be 
realized. Otherwise stated, without such financial help, one of the four prime conditions 
to reorganization — an Increasing volume of freight traffic — cannot be met. 

If this support is forthcoming promptly, the Trustees believe that Penn Central can 
be successfully reorganized on a private-income basis by 1976. This belief of course 
postulates success in the attainment of the other three conditions to viability which they 
have specified in their earlier reports — the elimination of the burdens of unnecessary 
employees, uneconomic freight lines and uncompensated passenger service. On each of 
these three fronts, the Trustees have made some progress, and they still believe that these 
conditions to viability can be realized. The need for financial assistance does not stem from 
an anticipation of failure in these respects. 

The assistance is required, rather, to make possible the attainment of the fourth 
condition to viability — an increasing volume of traffic. The problem lies basically in the 
timing of such relief and in the growing awareness of the large amount of expenditures 
necessary to bring the railroad to a first-rate physical condition. The more aggressively 
Penn Central has taken leadership in the piggyback field, the more evident have become 
the inadequacies of its plant and the extent of its under-malntenance over many years. 

I 

THE  NEED  FOR  PROMPT GOVERNMENT ASSISTANCE 

1. The Background. 

Penn Central's current position and prospects should be related to the magnitude 
of the problem existing at the time of bankruptcy. Management has accomplished a 
substantial achievement thus far. for example, in meeting some $700 million in Increased 
wages alone since reorganization. This has required a careful and conscientious 
husbanding of cash while at the same time striking progress has been made in Improving 
Penn Central's railroad service to shippers and expanding its share of the eastern rail 
market. 

The Trustees' Report on Reorganization Planning of February 15. 1972 predicated 
a private-income-based reorganization on two factors: 



256 

(1) "attainment of tlie projections . . . mode regarding the volume of traffic and 
freight revenues which con be reosonobfy forecast for Penn Central during the next five 
yeorl .  .  .; 

(2) "occomplishment of three bosic cfranges in the Penn Centrol situotion which will require oction 
beyond the sole competence of the monogement, the Trustees, or this Court: rotionanzation of the 
Penn Central plant, removal of unnecessory labor costs, ond full compensoHon for continuing passenger 
service losses." 

In their April 1, 1972 Plan for Reorganization, the Trustees also pointed out that in 
order to realize the growth in traffic volume essential to successful reorganization, Penn 
Central must 

"penetrote thot enormous transportation market which connects tl>e greot industrial centers 
— a market with hauls between 300 and 700 miles which is dominated by highway carriage. 
Penn Central, with much to team in offering the right kind of service and pricing it correctly, 
has already begun the attempt to penetrate it. The objective is to furnish a cheeper 'highway,' 
and to persuade all of the different cotegories of highway freight users, including regulated 
motor carriers, to take full advantage of it. Upon the outcome of this undertaking may depend 
more than upon ony other condition tfte long-term viability of Penn Central ond the other 
railroads in the northeastern states." 

The Trustees noted in their February 15, 1972 Report that not only was attainment 
of the conditions essential, but that a "serious time factor" was also Involved because of 
the deferral of administrative claims, such as real estate taxes, and the imposition of new 
priority claims, such as the Trustees' Certificates. A material delay In attainment of the 
conditions would pose a risk of "unconscionable and possibly unconstitutional erosion of 
the Debtor's estate in the meantime." 

The Trustees' April 1, 1972 Plan for Reorganization incorporated these conditions 
and caveats. The basis for the plan was attainment of the three conditions and realization 
of traffic projections. The Plan was to become effective after a year in which all 
administrative claims other than Trustees' Certificates should have been substantially 
discharged (thus arresting erosion) and the Debtor should have earned income available 
for fixed charges not materially less than $275 million. At that time, the Trustees 
considered the prospect reasonable that this would occur by 1976. 

The "serious time factor" which the Trustees underscored in February 1972 now 
proves critical. Delay in achieving accomplishment of the conditions essential to 
reorganization has so gravely increased high-priority claims as to make them a serious 
factor in managing Penn Central's affairs. Even more importantly, delay has so impaired 
Penn Central's cash position that it has been, and will be, unable to make the expenditures 
necessary to achieve the increased traffic volumes the Trustees had reasonably 
anticipated. It has now become apparent that the increases In traffic volume vital to future 
earning power require higher levels of service which can only follow from a program, 
substantially more extensive than the Trustees have previously anticipated, of plant 
maintenance, of capital replacement and improvement, and of equipment repair and 
acquisition. In short, without external assistance, the Penn Central rail system will not 
improve. The loss of the opportunities for increased traffic which arise from high service 
standards will ultimately result in a vicious circle of cash shortage, inadequate plant 
maintenance and rehabilitation, decreasing equipment supply, and stagnant or even agairv 
decreasing traffic levels. 

A. Traffic and revenues. 

The 1972 traffic figures, as nearly as they can now be estimated, represent a good 
beginning in the direction of the increasing volume of traffic projected by Temple, Barker 
& Sloane. For the first time in some years they show an increase in traffic over the 
preceding year. Nonetheless, the increase will not be as great as the TBS projections 
indicated. 

Penn Central's service has improved enormously since bankruptcy, as is 
demonstrated by the many favorable comments from shippers and the increase in Penn 
Central's share of rail traffic in the northeastern United States. But in order to make real 
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headway in competition with other modes of transportation, further service improvements 
are required, and these can come only with greater plant rehabilitation and higher 
standards of maintenance than are possible under Penn Central's limited cash flow. 
Because of cash shortage, Penn Central was unable in 1970. 1971 and 1972 to sustain 
an adequate level of railroad expenditures, and will be unable to do so in 1973. 
Specifically, cash is needed for new and rebuilt equipment, and for a beefed-up program 
of roadway improvements. The Trustees do not see how all of these funds can be found 
from internal sources, even if it were practicable to continue deferring payment of high- 
priority claims, particularly real estate taxes. 

The competition of trucks using publicly provided rights of way — the Interstate 
Highway System — leaves Penn Central no alternative but to maintain and improve the 
plant so that it can provide the levels of speed and reliability of service which shippers are 
demanding today. For the longer hauls'the cost advantage is with the railroad, but such 
an advantage is not fully effective unless and until it can be supported by high service 
standards. Moreover, as service improves there is more justification for higher freight rates 
which otherwise might prove self-defeating. 

Apart from traffic volume, the Trustees have also been required to reconsider their 
revenue forecasts — their expectation that rate increases would supplement growth in 
traffic volume in offsetting, with some time lag, cost increases for labor, materials and 
supplies. The recent rate increase granted by the Interstate Commerce Commission was 
less than requested. The Trustees' hope for timely industry concurrence in rate matters and 
prompt ICC action — admittedly based on a change from past practices but justified by 
the emergency conditions in the Northeast — has not thus far materialized. It is Ironic, too, 
that, despite the fact that the rail mode of transport has substantial environmental benefits, 
the rate increases needed to permit the railroads to continue to provide such transport have 
been objected to, and those granted substantially delayed, by environmental groups. 

B. Elimination of uneconomic branch lines. 

The Trustees have had on file at the ICC applications to eliminate over 3000 miles 
of uneconomic lines. Fewer than 800 miles have been approved for abandonment. At the 
current rate of approvals, reduction of the present Penn Central system to the 15,000-mile 
maximum upon which the Trustees' reorganization planning has proceeded cannot be 
attained by 1976. 

The Trustees have concluded that the necessary reduction in the system can be 
accomplished only through a preliminary separate step in the plan of reorganization, which 
will hopefully permit both analysis of system-wide results in a reorganization context and 
much more expeditious decision, by the Court if necessary. An appropriate submission to 
that end is being prepared. 

Thus, while a streamlining of the plant remains feasible by 1976, there has been no 
substantial relief as yet. This delay has resulted in a draining of cash to support "loser" 
lines, the diversion of limited resources from much-needed improvements on the lines 
which do have projected growth potential, and the postponement of the operating benefits 
flowing from the use of a rationalized plant with higher traffic density. 

C. Elimination of unnecessary labor expenses. 

Since bankruptcy, Penn Central management has made very substantial progress in 
eliminating unnecessary non-operating employees. Total employment has been reduced 
by more than 10,000. It is unlikely that any substantial further reductions of force in non- 
operating jobs can be made under present conditions without counterproductive loss of 
efficiency. 

There has also been some progress in eliminating unnecessary operating employees. 
The long-standing fireman issue was finally resolved favorably on a national basis In July 
1972. Full crew laws in the states in which Penn Central operates have been repealed or 
modified. However, reductions in the number of operating employees on the payroll can 
be made only as attrition occurs, and the full savings will not be realized until 1979. 

Relief on the important crew consist issue has thus far been limited to 285 trainman 
positions eliminated through attrition as a result of the Interim Agreement signed with the 
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United Transportation Union in July 1972. In view of an impasse in negotiations, the 
Trustees have been authorized and instructed by the Court to promulgate their June 1971 
notice to eliminate, by attrition, excess crew members. They did so on December 28, 1972. 
effective January 12, 1973. 

The experience derived from the operations with the 285 reduced crews fully 
supports the Trustees' contention that their position is correct, and that their reorganiza- 
tion planning properly assumes that relief from these excess labor costs will be forth- 
coming. At the same time, the Trustees recognize that interim costs of labor protection and 
reliance on attrition postpone a significant part of the eventual full benefits of labor 
rationalization beyond 1976. These factors, plus the limited nature of the relief realized 
in 1972, have deprived, and will continue to deprive, the estate of funds which could 
otherwise have been devoted to necessary plant maintenance and improvement. 

D. Passenger Service. 

The delays in achieving an elimination of the burden of passenger service are set out 
in detail below. The Trustees recognize that full relief from this burden must be obtained 
promptly, and they remain hopeful that this can be accomplished by fully compensatory 
contracts with commutation and inter-city authorities. However, because of the importance 
of the issue, the Trustees will shortly request, as a preliminary and separate step in the plan 
of reorganization, authority to terminate all passenger service not covered by support 
contracts. 

Again, the delay In obtaining this relief has denied the estate large sums which would 
otherwise have been available and which cannot now be recaptured. 

E. Growth in priority claims against the estate. 

Deprived of an adequate cash flow, the Penn Central estate has accumulated 
substantial priority claims ahead of all pre-bankruptcy interests. Conservatively estimated, 
these priority claims already aggregate at least $300 million. On a status quo assumption, 
another $100 million would be added in 1973. As a result, the value of the estate has 
already been substantially eroded and the Trustees are presently unable to prevent 
continuing erosion. In addition to these items, there is a priority charge of some $200 
million a year for interest and amortization of equipment debt and equipment lease rentals 
which must continue to be serviced out of future cash resources whether or not such 
charges are earned. 

There is. simply, not enough cash to cope with continuing claims and to embark upon 
the capital improvement programs which would permit a continuation of service improve- 
ments. Not only is the ability to preserve earning power jeopardized, but Penn Central's 
essential public services cannot be sustained on this basis. 

The Trustees conclude that further progress can reasonably be expected in the 
direction of satisfying the conditions to reorganization, but that the evidence does not 
support the hope that such progress will be fast enough to prevent the erosion of the estate 
in which claimants have undeniable constitutional rights, and the ultimate deterioration 
of the property. To make the railroad viable and healthy within a time acceptable from the 
standpoint of either the public interest or the interests of claimants requires external 
support. 

The root problem is that for the short term Penn Central cannot generate enough cash 
or credit, even on reasonable assumptions of progress, to make the capital investments 
and to provide the maintenance necessary to attract and to carry the increased traffic 
volume which has been forecast and which is so critical to successful reorganization. For 
example, despite better car utilization, studies for 1973 based on Penn Central's own 
resources contemplate, out of cash necessity, the retirement of more freight cars (and 
carrying capacity) than new freight cars acquired and a higher unserviceable ratio — in 
the face of projected traffic increases over the same period. As another example, on some 
important main lines, as well as branch lines. Penn Central continues to have "slow orders" 
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which increase running times between terminals. The expense of bringing tracl( up to 
maintenance levels permitting service in keeping with operating schedules, much less the 
faster service which effective competition requires, is greatly increased by the new Federal 
standards of track maintenance. 

In summary, accumulating experience leads inescapably to the judgment that the 
Penn Central cannot, within an acceptable time, be made viable under the status quo. 
Vitally needed, in terms of both better service to the public and acceptable treatment of 
claimants, is a substantial upgrading of plant and equipment for which the railroad cannot 
generate the cash or credit internally. 

One major question is how much financial assistance for improvements in plant and 
equipment is necessary. Another is what assurance the Trustees, or anyone else, can give 
that Penn Central will be self-supporting and able to generate its own capital once such 
expenditures are made. The Trustees do not underestimate the importance of these 
questions to the public, to the Government, and to the owners of the estate, and the 
difficulty of ascertaining reliable answers to them. 

As to the first question, the Trustees expect to be able to give the Court their answer, 
with supporting reasons, in a few weeks. As to the latter, the answer lies largely in the 
cooperation of those with whom the Trustees are dealing in their efforts to achieve the 
essential conditions to viability, and also with Penn Central in its effort to develop and 
exercise greater competitive capability than in the past. 

The Trustees point out, however, that the alternative — continuing deterioration of 
rail transportation in the northeast — cannot be regarded by anyone as in the national 
interest. The continued availability to the public of rail freight service as an effective 
competitive alternative or supplement to other modes of transportation is important for 
an economical and efficient flow of commerce in the nation. In a region already 
substantially congested, the evident environmental advantages of rail freight service 
cannot be ignored. Assistance to Penn Central tied to better maintenance and adequate 
capital replacements and improvements provides immediate benefits to the public. 

Such temporary assistance Is aimed at making a private-income-based reorganization 
feasible, in which event it will not only have provided shippers and the public with improved 
service at the earliest date, but will have saved the public from the larger burdens and 
problems of increased Federal involvement via nationalization. 

The Trustees propose to determine and to announce as quickly as possible the 
minimum amount of interim public assistance which should have a reasonable chance of 
turning Penn Central around and making it self-supporting and capable of an earnings- 
based reorganization. This will be done prior to the April 1, 1973 plan of reorganization, 
which will then be based upon both the expectation of obtaining such requested public 
assistance or its reasonable equivalent within ihe necessary time, and attaining an 
adequate pace in the achievement of the other preconditions of viability. 

II 

PROGRESS  TOWARD  ADEQUATE  COMPENSATION 
FOR   PASSENGER  SERVICE 

A. The Trustees' Position 

The Trustees have previously stated that Penn Central desires to provide passenger 
service but cannot be compelled to do so unless it is properly compensated. Penn Central's 
rail passenger service provides significant economic and environmental benefits to the 
public, but does not support itself from the fare box. As is apparent from the prior 
discussion in this Report, Penn Central cannot justify continuing to make up the difference. 
Accordingly, the Trustees have no real choice but to propose that passenger service be 
discontinued unless the public authorities desiring public service pay adequate 
compensation. 

Up to the present, the conventional approach by public authorities to compensation 
for rail passenger service has been limited to reimbursement for avoidable costs — that 
is, the marginal costs for passenger operation on a plant basically geared to freight service. 
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Whatever merit the avoidable cost approach may have to relatively infrequent passenger 
service over a freight railroad presumed to be self-supporting, the premises of the 
avoidable-cost approach to sharing of costs are utterly inapplicable to concentrated, high- 
volume commuter traffic or high-volume inter-city passenger traffic over lines which are 
primarily passenger-oriented. In such circumstances, it might even be said that freight 
service is marginal and that the freight service share of costs should be limited to avoidable 
costs. In such circumstances, anything less than a full sharing by passenger authorities 
of common costs and appropriate compensation or other recognition of assets dedicated 
to passenger service is an unfair burden. The result is that the entire railroad enterprise 
suffers. 

Accordingly, the Penn Central staff has prepared a cost study of the Northeastern 
corridor with the assistance of Dr. Dwight R. Ladd, Deleuw, Gather & Co., and Haskins & 
Sells, and has also prepared separate studies of the Philadelphia, northern New Jersey and 
Boston commutation services with the assistance of Klauder & Associates. The Trustees 
have also proposed to local commuter authorities, and to Amtrak in respect of the 
Northeastern corridor, sales or leases of land, track and other assets dedicated to 
passenger service or other acceptable recognition of investment dedicated to passenger 
service. 

B. The Response of Public Authorities 

No public authority has rejected the Trustees' approach to passenger compensation, 
but affirmative responses or implementation of affirmative responses have been 
disappointingly slow. 

Amtrak has been on notice of the Trustees' position in regard to compensation as 
that position has been formulated and refined. Amtrak representatives have participated 
in a review of the methodology of the Penn Central studies undertaken by Deleuw, Gather 
& Go. and Haskins & Sells. 

In November, Amtrak was provided with the detailed results of the developed method 
of cost sharing on the basis of operations actually conducted in April, 1972. In early 
December, Amtrak was provided with the detailed results of such cost sharing for all 
operations actually conducted in the Northeastern corridor in the first eight months of 
1972. Amtrak has also been provided with a detailed breakdown of corridor assets 
apportioned to inter-.city passenger, commuter and freight services together with 
preliminary estimations of value to serve as yardsticks for approaching sale, lease or other 
appropriate recognition of investment for assets dedicated to passenger service. 

To date Amtrak has yet to accept the Trustees' proposals, to reject them, or to make 
a counter proposal. This situation may be explainable in part by the time it has taken the 
Trustees' staff to assemble and to provide to Amtrak the fully developed approach to cost 
sharing together with detailed figures of actual operations from which they could appraise 
the dollar implication of such an approach. 

The Northeast Corridor Project currently under study in the Department of 
Transportation may be another complicating factor. However, the Trustees must observe 
that Penn Central cannot long continue intercity passenger service on the present basis 
and that Amtrak's inability to make any affirmative response to date has already materially 
damaged Penn Central's prospects for viability and reorganization. 

In regard to Philadelphia commuter service for Southeastern Pennsylvania 
Transportation Authority (SEPTA), the record i$ one of strong progress by SEPTA towards 
an agreement in principle, but inability to date on the part of SEPTA to implement the 
agreement. In September, 1972, the Trustees entered into a memorandum of 
understanding with SEPTA contemplating a new long-term lease and operating agreement 
under which SEPTA would accept carrier responsibility for the service (and thus full costs 
of operation); Penn Central's investment in SEPTA land and facilities would be given 
recognition by free freight trackage rights and by a share of the proceeds of future air rights 
development. In addition, two three-month extensions of the agreement in effect June 30. 
1972 were entered into by the Trustees and SEPTA. The second, expiring December 31, 
1972, provided for a higher basis of compensation than in the previous fiscal year. 
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SEPTA representatives have assured the Trustees that they are making every effort 
to achieve the necessary support for legislation to implement the new relationship 
established in the memorandum of understanding. The Trustees can only observe that they 
cannot recommend continuation of passenger service in any area without adequate public 
support. 

Progress with other public authorities having responsibility for commuter service 
continues to be encouraging. The previously reported sale of substantial segments of the 
rights-of-way in Massachusetts to the Commonwealth pursuant to Order No. 867 herein 
has now received an Urban Mass Transit Administration loan award for financing and is 
expected to be consummated by January 30. On the basis of the announced transit policy 
of the Governor of Massachusetts and discussions with the Massachusetts Bay 
Transportation Authority, the Trustees have reason to expect that in 1973 all significant 
commuter service in that area will be under long-term fully compensatory agreements in 
line with public acquisition or recognition of investment in the rights-of-way. 

Long-term arrangements with MTA (Metropolitan Transportation Authority) have 
already been concluded with respect to the railroad's Hudson and Harlem service in New 
York State. Also concluded since the Trustees were appointed were contracts with MTA 
and CTA (Connecticut Transportation Authority) for the commuter service on the lines of 
the former New Haven Railroad linking New York City to New York and Connecticut 
suburbs. 

Discussions with MTA concerning public acquisition of the Penn Station passenger 
complex in New York City and adjacent supporting facilities continue at what appears to 
be an acceptable pace. An agreement concern.ng a lease pursuant to which significant 
public contribution to rehabilitation of the Newark Passenger Station would be made is 
before the Court for approval. In recent discussions, the New Jersey Department of 
Transportation appeared sympathetic to the principle of full cost compensation for 
commuter service and appropriate recognition of investment. Legislation to permit this was 
enacted during 1972 by the New Jersey Legislature. Progress towards agreement is not 
satisfactory, however, and may force the Trustees to seek approval of discontinuance of 
the New Jersey commuter service. 

Discussions are underway or contemplated in the near future with other public 
authorities as to the future of other, presently unsupported, commuter services. 

The development of information adequate to support and to quantify the Trustees' 
request for adequate compensation for the passenger services Penn Central provides has 
proved to be a voluminous and time-consuming task. The analysis of Penn Central 
proposals by the various public authorities has also involved substantial effort and time. 
However, time is running out. Penn Central's prospects for viability and reorganization have 
already been materially damaged by inadequate compensation for passenger service. In 
the judgment of the Trustees, the present situation cannot be permitted to continue. 

Accordingly, in the near future, the Trustees will initiate procedures for the immediate 
discontinuance of all passenger service not presently covered by support contracts. They 
will also seek the discontinuance, after a reasonable interval, of passenger service in which 
compensation is not in reasonable conformity with the principles outlined above. 

Respectfully submitted, 

GEORGE P. BAKER, RICHARD C. BOND 
AND JERVIS LANGDON. JR., TRUSTEES 
OF THE PROPERTY OF PENN CENTRAL 
TRANSPORTATION  COMPANY,  DEBTOR 

By /s/ JERVIS  LANGDON. Jr. 

/s/ ROBERT W. BLANCHETTE 

Robert  W.   Blanchene 
Counsel for Trustees 

/s/ CoviNGTON & BURLING 
Covington &  Burling 
Special  Counsel  for Trustees 

Dated:     January  2,   1973 
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IN  THE  UNITED  STATES  DISTRICT  COURT 
FOR  THE   EASTERN   DISTRICT  OF  PENNSYLVANIA 

In  the  Matter  of 

PENN   CENTRAL  TRANSPORTATION 
COMPANY. 

Debtor 

In   Proceedings  for  the 
Reorganization  of  a 
Railroad 

No.   70-347 

TRUSTEES  INTERIM   REPORT  OF  FEBRUARY   1,  1973 

In their Report of January 1, 1973. the Trustees reached the conclusion "that without 
government financial assistance for improvement of the railroad, a reorganization of Penn 
Central cannot be achieved in 1976. as they had considered possible." 

The Trustees also said that "the extent of assistance needed, as well as the forms 
of assistance which the Trustees will recommend, will be the subject of further advice to 
the Court, and the Government, within a matter of weeks." 

The further advice so anticipated is set forth in this Report. 
The Trustees wish to emphasize at this point that if shippers, communities, organized 

labor, and federal, state and local governments affected had previously been prepared, or 
were now prepared, to permit Penn Central to shrink the system to the size which is most 
economically justified (the 1 1.000 mile core railroad described in the Trustees' Interim 
Report of October 1, 1972). to pay only the employees needed therefor and to furnish only 
fully compensated passenger service, Penn Central would have a good prospect of viability 
without any other government financial assistance. In such event, the Trustees believe 
there would be a basis for enough investor confidence that the necessary funds described 
herein for improvement of the railroad's service could be raised from operations and from 
private sources without unacceptable erosion or dilution of the claims of Penn Central pre- 
bankruptcy claimants. 

One way of measuring the public burden that Penn Central carries is to compare the 
results of operation of the present 20.000 mile railroad (with gradual abandonments down 
to 15.000 miles) with the results of operation of an immediate 1 1.000 mile railroad as 
outlined in the Trustees' Interim Report of October 1. 1972 and summarized in Appendix A 
hereto. The projected differences, as shown in the table below, are extraordinary. 

Projected Net Railway Operating Income (Millions) 

Immediate 
11.000 Mile Railroad 

1973 $ 59.0 
1974 137.6 
1975 225.1 
1976 299.2 

Present Railroad Diffarancs 

(157.2) $    216.2 
(104.8) 242.4 
( 56.5) 281.6 
(   1.1) 300.3 

Total thru 1976 $1,040.5 

The Trustees would emphasize that they operate a 20.000 mile rather than the optimum 
1 1.000 mile railroad solely because public authorities are reluctant to permit a reduction 
in surplus plant, and because labor would expect large labor protection payments, 
amounting to S774.1 million through 1976 alone, if Penn Central were free promptly to 
move to a railroad of 1 1,000 miles. 

Strong arguments can and will be made that immediate action to relieve Penn Central 
of the foregoing excessive service and labor obligations is the best course to follow. The 
government financial assistance described herein, to any extent and in any form, must be 
regarded as an alternative — the price of the present inability of Penn Central and other 
non-viable railroads to withdraw from public service that produces only losses, to dispense 
with surplus employees, and to confine themselves to those operations where, in serving 
the public, profits can be developed as the result of superior service. 
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I 

ESSENTIAL  EXPENDITURES 

In prior reports the Trustees have pointed to the improvements in Penn Central's 
freight service that have come since bankruptcy. Car supply has been more nearly 
adequate because of better utilization of equipment and the acquisition of new cars. Many 
more trains have been added. There has been a closer adherence to schedules in the 
operation of fast freight trains. Control of freight loss and damage, while far from 
satisfactory, has been better. Instead of being deluged with complaints, the new 
management has received much favorable comment from customers. 

In 1972. yearly carloadings turned up over those of the preceding year for the first 
time since 1964. 

But despite this notable progress, the quality of Penn Central service falls short of 
the standards required in today's competitive transportation market. The availability of 
faster and more reliable highway carriage puts in serious question the present-day ability 
of Penn Central to establish the upward trend in its business volume so necessary to future 
earning power. Only by catching up on maintenance and capital improvements neglected 
in the past fifteen years can Penn Central be put in a position to provide the high quality 
of service demanded by an ever-increasing portion of the nation's shippers. The estimated 
cost of doing this work over a period of years is: 

$435 million for additional maintenance of way charges spread over the 
period 1973-1976, with the understanding that S200 million more 
may be necessary after 1976 (see Appendix B); 

$ 45 million for additional maintenance of equipment to insure, by 1976, a 
bad-order freight-car ratio of not more than 5%; 

$120 million for additional capital expenditures directly related to service 
improvements and traffic development (see Appendix B). 

$600 million to $800 million — Total 

These sums are the Trustees' best present estimate of what is necessary to permit 
attainment of a steady increase in traffic volume, as projected in the Trustees' earlier 
reports. Viability assumes, as before, prompt relief in the other areas which the Trustees 
have indicated as critical to successful reorganization: elimination of surplus plant and 
of unnecessary employees (on an attrition basis) and full compensation for all passenger 
operations. 

The Trustees' conclusions as to the extent o* the job to be done are essentially a 
confirmation of the requirements for maintenance stabilization and normalized 
maintenance projected in the Trustees' Interim Report of October 1. 1972. with some 
additions resulting from subsequent Investigations. The urgency of making such additional 
expenditures, in the light of changing traffic patterns and Penn Central's inability to make 
such expenditures without government assistance, is explained below. 

In relating these expenditures to Penn Central's viability, it is important to understand 
the changes that are taking place in transportation, particularly in the Northeast region. 
For a time after bankruptcy, it proved possible to make substantial Improvements in the 
reliability of freight rail service even in the face of a deteriorating condition of the plant 
simply by better organization and better management. Not until Penn Central, under 
present management, recently commenced a dynamic program for increased piggyback 
traffic and other high-quality freight traffic did it become evident that the railroad in its 
present state is simply unable to handle the strain of such service. The foregoing, together 
with additional recent evidence of acceleration In deterioration of the plant, has led the 
Trustees to the conclusion that continued acceptable public service requires much more 
additional maintenance and additional investment in the rail plant. 

In years gone by, the principal commodities handled in Penn Central's freight service 
were bituminous coal and traffic related to the steel industry — ore. coke, fluxing stone, 
and iron and steel. But these commodities have been declining faster than other traffic. 
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Already many million tons of high-sulphur steam coal have been lost. Comparing tons 
handled in 1968 {the merger year) and 1972, the figures show: 

1968 
1972 (Est) 
Rate of Decline 

Coal. Coke, Ore, 
Fluxing Stone. 
Iron and Steel 
(Tons Handled) 

166.009.906 
144,350.000 

13% 

All Others 
(Tons Handled) 

131.348.680 
126.050.000 

4% 

Even more striking is the downward revision in the traffic forecasts for these 
commodities as made by Temple. Barker, and Sloane. As included in the Trustees' Plan 
for Reorganization dated April 1, 1972, that firm estimated 621.9 million tons of 
bituminous coal and steel related commodities for the period 1973-1976. Six months 
later, for inclusion in the Trustees' Interim Report of October 1, 1972, that estimate was 
lowered to 579.3 million tons — a reduction of 42.6 million tons, equivalent to some 
$172 million in revenue. 

Certain of the influences bearing on the movement of coal and steel-related 
commodities, such as the problems of high-sulphur coal and the developing patterns of 
the steel industry in the East, are completely beyond the control of Penn Central. The 
Trustees cannot count on these commodities to contribute importantly to volume increases 
projected earlier in their reorganization planning. On the contrary, such increases, for the 
most part, must come from other traffic, including high-grade manufactured and 
miscellaneous commodities which will tend to move over the best-service routes, whether 
highway or rail. As explained in a recent staff report for the use of the Senate Commerce 
Committee: 

"Looking to the future, there i^ a good reo$on to believe that the fate of the railroads will 
in lorge meosure be determined by the extent to which the industry con gain a greater share 
of the manufactured goods morket. If the railroads ore to improve their financial posture and 
keep up v^ith the rapidly chonging character of the economy, more oggressive initiatives oimed 
al these kinds of morkets ore colled for. Should the industry continue to depend so heavily 
on the lower volued bulk commodities, it runs the risk of confining itself to traffic that not 
only yields comparotively little in terms of revenue, but, os noted eorlier, possesses less 
potential for troffic growth. In controst, monufoctured goods offer the railroads the twin 
prospects of greater returns and growing markets. 

"Can the industry move more of this kind of traffic? The onswer ultimately reduces to the motter 
of rail-motor corner competition since almost oil truck traffic is concentrated in the high yield 
sectors. . . .(T)he roilroods now move less thon 30 per cent by weight of manufactured goods 
traffic, while the trucks enjoy about two-thirds of this morket. What is particularly striking, 
however, is that contrary to popular impression, about a third of all truck shipments move 
500 miles or more, o distance on which for most shipments (with weight and cube considered) 
comparative costs should make rail movement superior. The example of how the roilroods 
regoined from trucks o significant shore of the automobile market stands as evidence that 
high-rated traffic con be held by or attracted to the railroads. The fact, however, is that for 
most manufactured goods the rail share of longer haul shipments is decidedly below the 
apparent potential,"' 

"As has been true for mony years and as is likely to be the cose for many years to come, 
the railroads ore heavily oriented to the transportation of bulk commodities. On this traffic 
yields ore relotively low {though not necessarily unprofitable, at leost in the sense of coverage 
of morginol costs) and the rote of growth is likely to continue to be generally slow. If the 
roilroods are to expand and increase their share of intercity tronsportotlon they must exploit 
the potential thot lies in the movement of manufactured goods, notably including shipments 
by TOFC — troiler on flot cor — and container. The economies of the situation moke this 

rhe Amencon ffoilfoadi. Po%funf. ProHhmi, and Proip&ctt. Staff Analytic for the U S SefKile Committee. Prepared at the Direct* 
of Ho«i. Worren C- Mognuson. Chairmon. fof ttie Ut« of Committee on Commtrce. United Stoles Senote, Auguit 28, 1972. oi poi 
67. 
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feasible for many types of movements, toking into occount the chorocter of the product, costs, 
weight, and shipment distance. If, though, the potential is to be converted into reality it will 
require better service [meaning improved utilization of equipment, notably freight cars), faster 
turnarounds, reduced terminal and handling times, and a highly flexible marketing opproach 
thot more closely relates rates and service to competitive modes of transportation. Among 
other things this demands a complementary public policy, one thot is conducive to innovation." 

Obviously, to compete in this cfianging transportation market with Its tieavy demand 
for service of higfi quality, a railroad with slow tracks and inadequate freight cars can hardly 
be successful. On certain important parts of its system. Penn Central is such a railroad. 
At one time this was a railroad with high-speed tracks with many more serviceable freight 
cars. But over the years freight operating schedules have been lengthened in many areas, 
and "slow orders" because of track condition have brought further increases in running 
times. In Appendix 6 are set forth the new rail, ties, ballast, and surfacing required to put 
the track structure in more satisfactory operating condition. 

Moreover, on the equipment side Penn Centrals needs are substantial. Cash shortage 
has forced curtailment of freight car repair so that the ratio of bad-order equipment to the 
whole fleet will reach 1 1 percent by the end of 1973, whereas the ratio should be no more 
than 5 percent. Penn Central management estimates that to reverse the deterioration of 
the existing Penn Central equipment fleet and to bring the bad-order ratio back to 5 percent 
would involve increases in repair expenditures, over those presently budgeted because of 
cash limitation, of approximately S45 million during the period 1973-1976. Improving the 
condition of Penn Central's equipment fleet is just as necessary as the greater track 
maintenance described above in giving Penn Central the capability of providing high- 
quality transportation service. 

New equipment is also required to serve the same purpose. In the face of Penn 
Central's decreasing ability to depend on use of rolling stock received in interchange and 
owned by other railroads and the unacceptability of such continued dependence in the 
face of a nationwide freight-car shortage, the Trustees estimate that, to carry the increasing 
traffic projected by Temple, Barker & Sloane for 1976, the railroad will need about 1 8,000 
new freight cars and 609 locomotives, costing about $569.3 million. While provision has 
been made for these acquisitions in Penn Central planning, Penn Central's cash shortage 
and lack of credit under present conditions make the financing of such equipment most 
difficult and exceedingly expensive. 

The terms of the Trustees' sale of the Pennsylvania Company, if approved by the 
Court, will provide a line of credit for rolling stock acquisitions of up to $150 million on 
relatively favorable terms. Accordingly, the line of credit gained as part of the consideration 
from the sale of Pennsylvania Company will solve part, but not all, of the problem of 
financing new equipment. In view of the present and anticipated shortage of cash and 
credit, additional government guaranteed equipment financing is necessary. The Trustees 
reaffirm their support for the enactment by the present Congress of legislation comparable 
to H.R. 16281 as considered last year. 

Finally, there is a pressing need for capital projects which are also designed to realize 
the benefits of the stepped-up maintenanc. program and to permit Penn Central to serve 
the additional traffic it needs to attract if it is >o survive. The program which Penn Central 
believes to be essential to its future viability is included in Appendix B. Normally, such 
expenditures are made from earnings. In the case of Penn Central, present operations do 
not generate sufficient cash to fund these expenditures. Therefore, unless cash is available 
from outside sources, the entire capital program (except for critical safety projects) will be 
frustrated; and Penn Central will be able to do no more than in the years since bankruptcy 
when, despite plans to spend as much as S75 million in one year, it has had to limit capital 
outlays to $18-20 million per year, principally for safety projects. The capital projects 
necessary if Penn Central is to be capable of offering improved service and attracting 
increased traffic aggregate $229.2 million by 1976. Of this amount. $109.2 million is 
provided for in current management planning; for the remaining $120 million, a new 

* td. ot page 69. 
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source of funds must be found. These are the projects which, if carried out, will Improve 
Penn Central's ability to provide better service for increasing traffic volumes. 

The Trustees regard the foregoing program of stepped-up maintenance, both road 
and equipment, and increased capital expenditures as vital to Penn Central's 
reorganization. The increased volume upon which earnings depend will not be attracted 
unless Penn Central can further upgrade its service. This upgrading depends, in turn, upon 
an improved railroad plant and more serviceable equipment. In fact, if the Trustees were 
successful In the complete realization of all other conditions which they have postulated 
for successful reorganization of a 15,000 mile system — fully compensatory passenger 
service, and smaller crew consist — but failed to achieve an increasing business volume, 
there would be no earnings and Penn Central could not be reorganized in the private sector. 
Appendix C sets forth the figures to support this conclusion. The projected cumulative 
difference In net railway operating income is nearly $700 million. 

The public benefits, both economic and environmental, of maintaining rail service 
are not to be underestimated. Continued rail service as an effective and economic 
alternative to other modes of transportation should hold down transportation costs for the 
benefit of shippers and the public. Effective rail freight transportation will hold down future 
highway congestion and pollution to the benefit of all. 

In sum, Penn Central to be reorganized must have other sources of funds resulting 
either from complete relief from excessive service and labor obligations or at least in part 
from infusion of governmental funds. Otherwise, the standard of service Penn Central must 
have to compete effectively will not be attained and the increasing traffic levels upon which 
reorganization depends will not be produced. Moreover, for lack of cash and credit, Penn 
Central's rail plant and equipment are deteriorating in condition and thus in value at the 
same time that unpaid real estate taxes and other high-priority obligations are relentlessly 
piling up. 

Because of claims already accrued, neither the non-rail assets of the estate nor further 
borrowings can be looked to for the cash needs of the railroad. Indeed, with the railroad 
lacking funds to make It viable, with plant and equipment deteriorating, with tax claims 
and other post-bankruptcy claims eroding the estate available for pre-bankruptcy 
claimants, and with ijnacceptably slow progress in the direction of previously reported 
conditions for viability, it would be a violation of the constitutional rights of Penn Central 
claimants to continue Penn Central rail service much longer under the status quo. 

Pending adequate governmental action or the alternative cessation of operations, the 
Trustees will do all within their power to minimize the need for government assistance. 
Accordingly they must and will insist upon prompt progress toward a satisfactory solution 
to the crew consist issue and will shortly propose to the Court suspension of freight service 
on uneconomic lines and suspension of passenger service where support by public 
authorities is non-existent or inadequate. 

II 

FORMS  OF  GOVERNMENT  ASSISTANCE 

The foregoing program could be carried out in a number of different forms which 
have quite different consequences as to continuing government involvement and 
responsibility, as described in the Trustees' Interim Report of October 1, 1972. Major 
alternatives which appear to the Trustees to be worthy of the most serious discussion are 
set forth below. 

(a)     Subsidies  until  the  railroad 
can  become viable 

The form of governmental assistance which would hopefully result in the minimum 
government involvement and responsibility would be a $600 to $800 million program of 
subsidies over a period of years for the purposes described in Part I. The justification for 
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a subsidy is that the amount required is. after all, substantially less than the burdens 
imposed on Penn Central by excessive service and labor obligations (see page 1). 

Of course, for its protection, the government should have a voice in controlling the 
uses to which the subsidy payments are put. If the large part of the program that Involves 
increased roadway maintenance were to be provided by the government, it would 
appropriately be provided subject to requirements that the railroad continue at least the 
present level of roadway maintenance with internally financed funds. So as not to support 
wastefully duplicative facilities in the Northeastern railroad system, but without 
undertaking the burden of deciding once and for all what would be the ultimate shape of 
the Northeastern railroad system, the government might require a finding by the disbursing 
authority that the additional roadway maintenance funds and capital improvement funds 
will not be spent on facilities duplicative of clearly preferable facilities provided by other 
railroads. There might also be, as to the capital improvement projects, more definitive 
required approvals by the disbursing authority. 

Such a public subsidy contribution, subject to requirements that the funds be spent 
for purposes providing direct benefits to the public, presents a minimum, and hopefully 
a temporary, government involvement and responsibility. Alternative forms of carrying out 
the program may provide the government and the public with greater control, but may 
present the correlative disadvantages of involving the government with greater 
responsibility, longer-term commitment and greater government expenditure. 

(b)    Joint venture involving conveyance of rail 
plant  to  public  authority,  government  commitment  to 

maintain and to improve plant, and proportionate sharing 
of user charges paid  by private operating company 

If. in providing the subsidy described in the foregoing section, more protection for 
the government is deemed necessary, a joint venture might be considered. Penn Central 
would convey the essential roadway to a public or quasi-public authority, and the 
government would make a commitment to maintain and to Improve the plant. The railroad, 
which would remain as a private operating company, would pay user charges to the 
authority owning the plant in accordance with a formula related to its volume of activity 
and its ability to pay. Similarly, Amtrak and local commutation authorities would also 
compensate the authority on a user basis. The user charges would be divided among the 
owners of the authority (the government and the Penn Central claimants who contributed 
the existing plant) in proportion to the value of their respective contributions. The joint 
venture could contain provisions for termination and for repayment of the government 
contribution if railroad earnings so permitted. 

(c) Government purchase or lease of right of way 
at fair market value with subsequent Government 
maintenance and  investment, and with operation 

by  private  company  paying  user  charges 

Another alternative is government acquisition of the right of way, the trains to be 
operated by a private contract operator Again, the private operating company would pay 
user charges. Acquisition could be through either an outright purchase or a long-term lease 
to insure continuity of the roadway as protection for the government's involvement. This 
solution is particularly appropriate in the passenger-oriented Northeastern corridor where 
long-range government plans may require massive capital investment. 

This alternative would relieve the railroad of any obligation to maintain and to 
improve the right of way. In addition, local property taxes, which are a present burden on 
the rail system, could be eliminated or greatly reduced. 

Such a solution would provide not only continued service to the public, but also 
compensation to claimants against the Penn Central estate. This would make it very 
expensive, for government expenditures would not end with compensation of the private 
interests involved, but would extend to the maintenance of the right of way and its 

-6- 



268 

improvement as set forth in Appendix B. subject to recovery in whole or in part through 
user charges. 

This alternative also could contain provisions whereby the government would divest 
itself of involvement by selling its leasehold or ownership interest to the private sector if 
the system developed sufficient earnings. 

Ill 

CONCLUSIONS 

It is clear that the status quo will not permit an income-based reorganization. Indeed, 
because of the accumulation of losses and unpaid priority charges, a continuation of 
present operations would do violence to the constitutional prohibition against the using 
of private property for a public purpose without adequate compensation. 

The money required to continue service simply cannot be found from private sources, 
at least in the next few years, unless Penn Central should be immediately relieved of all 
excessive service and labor obligations. 

The alternatives, therefore, may be simply stated. A substantial public investment in 
Penn Central's plant will insure continuation of essential operations with adequate and 
efficient service to the public. A failure to make this investment or to take other adequate 
actions can only result in a closing of Penn Centrals railroad. 

The Trustees believe that the plant and equipment investment program described 
in this Report will result in a viable railroad which can remain in the private sector. It will 
certainly produce a service which the public interest requires. 

Decision as to how the investment is made rests, of course, with the legislative and 
executive branches of the government. The Trustees do not consider themselves 
competent to advise as to the political preferences or the political practicality of the various 
alternatives suggested. They do feel that private management with the profit incentive of 
private ownership would be best; private management under an incentive contract with 
ownership of the right of way and track and structures by a mixed public and private 
authority or a public authority is next best. 

Because government ownership and operation is a very poor, and unnecessary 
choice, it is not discussed in this report. World-wide as well as domestic experience in 
addition to logic dictates this strong conclusion. 

The Trustees see their responsibility in this area to be to state these facts along with 
the amount of government funds necessary to make Penn Central a strong public-service 
organization.*The political process must churn out by which method the infusion is to take 
place. The choice is up to those who control the national purse strings. 

For them it is obviously a very hard choice. Frustration with situations such as the 
Penn Central presents — present and past — may well lead the government to close its 
eyes to the vital fact that purchase and operation by the government will cost much more 
over time than an investment of less money in making possible a viable private "public 
service" enterprise. 

Respectfully  submitted, 

GEORGE P. BAKER, RICHARD C. BOND 
AND JERVIS LANGDON, JR., TRUSTEES 
OF THE PROPERTY OF PENN CENTRAL 
TRANSPORTATION   COMPANY,  DEBTOR. 

By  /s/  JERVIS  LANGDON, Jr 
One  of  the  Trustees 

/s/  ROBERT  W   BLANCHETTE 

Robert  W.   Blanchette 
Counsel  for Trustees 

/s/  CoviNGTON  &   BURLING 
Covington  &   Burling 
Special  Counsel for Trustees 

Dated:     February   1,   1973 
-7- 



269 

u e 

< 

Q 

a, 
a. < 

IS 2B 
•n 1 rs 
0 ^ 
M mal 

n i^fi 
n ss 

r- O 
<n ON 
00 •-( ON    r- 

o 
o 

!• 

o 
H-l M y M   t^ 
B* o: Ui 03 o 

27 
U)    1 

i-l     .H      ON 
r-    r~    ON 
ON       Vfl       (S 

o 
o 

(M o 
o ND 
o <s 

o> vO 
^ in NO   rn 

00    NO 
CO 

T        L„ 

o 
U   NO 

ON ^ 

i-t m ^ <M   OO r*i .o 

>» r>4 VO --I   * o O) 
r' in tM m o 't o 
00 M M (N   ^ [^ NO 

*-H fM (S r-t ^ 
to- o> «• 

o I u ' 
E- m 
U ON 

a. " si 
M a I 
" 0! ' 

r t. 

NO   ^ 

r» CM 

00     ON 
r-i   in 
NO   m 

o 
ON NO 

CM 

? 

•P £ -^ 
JC V ID 
ON O 4J 
•'I o 

h < 

*    19 

n  4) 
4-> a 
01 O 
O 
u  >. 

At 
ON 3 
c ^ 

•H   'rt 
4J a 
It)  OS u 
V  .k> 
a o 
o z 

^     dm 

« 
3 
C « > 

tj> 
c 

•H 
4J 
IS 

o. 
o 
>1 
IS 

::: s 

i u 
c 

c 
•H 

IS 
kl 
u 
a 
o 
>i 
IS 

IS 

i^ o o u a 
c «i 
H Ij  — 

tJ" I 

4J V    « 

T3 
O 
4J 
U IS 4-'    C 
gi ki n  H 
i-> 01 >, J 
o o. U) 
h O I 
CU t) 

c IS H n 
O 3 S — 
0) <-» 

•rt H O   CO 
l< (B O 
IS CK O   01 
a • c 
e -p 'H -H 
0 0) M 1-3 
u z —— 

u 

01 
u 
c 
IS c 
01 
.p 
c 

•H 
IS 
s 
T3 
01 
N 

u 
o 
z 
t) c 
IS 

E 
IS 
kl 
ON 
o u 
a. 
c 
o 

•H 
4J 
IS 

IS 

0) 
u 
c 
IS 
c 
01 

c 

•o 
a 

•T3 
O 

S 

41 e 

14 
o 
z 

IS 
*J 
0) 

0) 
0 
c 
s 
0) 

c 
•H 
IS 
s 
o 

•o 
3 -^ 
u 
c   • 

•H  n 
4J 

o c 
•U   01 

CE 

0)  44 
44   01 
a Z 

73   C 
<: IS 

0 IS 
gj K 
44 
o "0 
U 0) 
D. 3 

u 
u u 
o o 

44 
n c 
o   0) 



270 

I 
<M 

0) 
c 

u 
o a 

09 NO 

.I o> 

E 
T3 

Ji: c 
u  q 
<0 
^ tn 

O^ ft 

g 

C N 
•   O *^ 

ah u 
tM  u o 
Ki a » 
3 O Vi 

10  >» 

U   0) 

m 00 ^ <*1 C^ <*> 

-I sj- m -a- <T> ST 
CN ^ ^ >* rM  sj 
fNI fH CO 

|o o o| 
o in ir> 
ir> fO 
ro CTi 

•* 

!«• </> </>| 

i-H 00 -» CM CM C| <!> 
U iri en O^ Cf o 
O 00 ^ CNJ o CM 
H rH CM 1—< f—4 

40- «> <ft «H 

>• < 
3 
u. --I 
CI ml 

H u  o 
;j -H 
Z   rHl <: 1—1 

z 
u. s 
H z </>! 
l-( 

i 
3^! 

00 CNj 00 o^ rn oj 

f^ ^ CM i-H o <n 
O  ST  «-i tH CM 
<0^ CM 

00 O CM CO O O 

O vj CM r-* in m 
s£>   St   .-*   r-l  .-t 

o^ O^ vD 00 cn .-t 

CO r*. X (*^ f^ o 

CO  CM  00  O in  CM 
m CO       n-i 00 c^ 

-s    CO  -<| 

01   <U   Of !-• 
z ac  C       a- 

CM CM ol 

X 00 o 
iTi NT 
t-1 CM f~* 
<r co- «>) 

iro en Ol 

>o v£) o 
sf cn 1—' 

m CM cH «> </> <M 

\D NT CsJl 

ir^ in CM 
>J «M C 

'en CM .—1 ;<«- •w> VM 

^ '-I 001 

r- tn <M 
<jv o <J> 
(N (Nl </> c/> Ol 

—I •- t*. u 
ca tg ^ u CO o 

-~. n: a: ;r oj Z e 
—I I/) £        c 

•^  aj  a> V( t-t  tg       o 
H 3 3 H < £        H 

01 
r '° 
01 --I 
01 3 

IS 
•o     c 
0)       o 
•3     •-< 

vC 00 ro f-t o^ CMJ 
r^ 
o^ CM' 0 <n 1—1 1-4 
1—t m t-< *o C^i en «> <o- t/> <M 

(A o^ 
V   r-4 

^' 
c a 
o  V 

f—* 
.-1 v< 
•rt o 
E vw 

CO    10 
•  a) 

(M   bC 
Q 

- Ki 
en Qi 
r~ > 
<y>  o 
r-4 

111 

C H 

<M a 
o  so 

u 
0) ecu 
U   C   01 

-^ c   - 

eg  Vi o u o 

foi 

V 
•O T3 -VJ 
C   C 
a q >« 

o 
01 .a 

c 
«• 

• o 
I 

c 
c 

u 
o 

•o 
01 
u 

3    • 
o- o 
01 -u 

•r4   •,-*   U    (J 

iri o 

-•o 
(A    01 
0)   o 

•o o 
3 UJ 

O   3 
c « 

U4   q 
<S  C 

"g 
01 f-" 
c 

o 

c iw 

u 0* 

h U, 

cMlenj 

P C 
0 V 
E S 
01 (X > & 
0 .-I 
>j o 
0. > 
B c 

>-> o 
01 u 

> (M a 
v< re ij 
01 t- c 

M  H H 

q 
OS 

•u 

0) ^' 
3 
cr 
0; 

•u < 

OJ 
^   U4 

•rt   o 
3 

OJ   01 
H   »-< 

-I E 
a 
c o 

T3 
•V T3 
q C 

q 
TJ 
C - 
q .-I 

c q 
q VJ 

q Qj 
m  3 

q   q 

WOO' 
01 H   u 

Z -H| 

q  >  O 

OJ 
•o  «    - 
01        I-* 
•o iw o 
r-l    O    V. 
0) u 
5 >N c 

u o 
>\•'^   O 
q ^ 

0( .0 -^ 
Vi  q <M 

•O   rH    q 
C  0)  v- 

3     -T3   <9   «« 
4>     >^   <U f-H 
C u N •• q 

IM   r-H   i-H    q   -r4 
O q q E 

3 >• 00 C 
10 cr4-> C 01 
0) c -^ H 
f-l  OJ  0) ^ 
v^ £   O   «   C 
E  u        •n   V 

- X   > 
jf ecu 01 •-< 
o c c     »< 
q •^ Qi ftO 0) 
h   > E C   b 
4J   O 0) -^ H 

I" > "O 
0 O. O --I t> 
en E v« o Qj 
o -w   CS.'C --H 

E .   "^ 
o      o •p 

• ' UH •-• *^ O 
« q        E 
01 •-'  C   >N 

•rH     q   TH    V^    ki 
u -^ E q o 

4J   V>   <S 
C C 0> n > 
o a '-' 0) 0) 
•^ w      o c 
r-4     M       ••   QJ       * 
^^   0>   m   C   <A 
•rf       q      q 
EM (0 

E X E JC 
O^   OJ   U   0)   o 

•   4->    3   u   3 
en "-<   ic »-«   w 

CMI     <n) 



271 

<*• 1-* ITI -* v£> 
/I 00 iTl 

7: 
o »-* i-" 

vt in 

s.t r«4 «* vO o 

in CD 
m ON 
Pvl vD •% «<»i 

o <r + + 
o (M »-< 

CM t~t 

z 
o >• w 

o ? 
¥ 
C? o (-< 
S s 
ii. 3 o 

u r o 
1^ < 

^ 
o o 

?i »-* 
r Q 

UJ !- 
O 

•n 
«n o ^ g 

^ 00 m vO r^ in 00 

ro m rv CJN r-. ^ r^ 
o O a-^ r- -3- \0 
CO »n CM ^ CM 4* so  ^ 

»-4 S» CM «^ 

r** o r^ o* 00 O 00 + + 
-a- CO <> r^ CO 00 o 

r-( o p>. f^ 

O in in >J CM 1-1 «% 
CM y-* 

r^        »-t        »-* 
CM TH T-t 

m \o 
TH CM 

a> 00 

r^        lA        i-H        r-i 
O       i-*       c*       <t 
!7-l ^ ^ fM 

3 >> c fi « Q) » > f-l 

Ql X 
o: u 

OS 

&• ff g 
i-< •H 
ij U »-• « (0 iw 
W l-< m 
V 01 dj  c 
a 3  O 
o o 

0) JJ 
X >. > m 
i I 0)   l< 

a: 01 
O.       )-<        i-l 

<0 o 

c" 
o c 
•^ o 
u u 
0)   CO 

5S 

53 

u o o z <: 



272 

IN   THE   UNITED   STATES   DISTRICT   COURT 
FOR   THE   EASTERN   DISTRICT   OF   PENNSYLVANIA 

In  the   Matter  of In   Proceedings  for  the 
Reorganization   of   a 

PENN   CENTRAL  TRANSPORTATION Railroad 
COMPANY, 

Debtor No    70-347 

MEMORANDUM   AND   ORDER   NO.   1137 

Re:     Reorganization  Planning 

FULLAM,  J. March   6,   1973 

The Trustees' reports of January 1. 1973 and February 1, 1973. and certain other 
recent developments, make it necessary for the Court to reevaluate the status of thi'; 
reorganization, with a view toward charting a future course for the reorganization 
proceeding which will be consistent with legal and constitutional requirements 

From the very beginning of the reorganization proceeding, it had been apparent that 
a successful private income-based reorganization of the Debtor would be feasible if certain 
specified conditions, largely beyond the control of the Trustees, the parties, or this Court 
could be met In general terms, these conditions are: increase in freight business and 
revenues, rationalization of physical plant, elimination of unnecessary labor costs, and 
elimination of losses on passenger service 

Under the timetable heretofore established, it was contemplated that, by April 1. 
1973. all of these objectives would have been accomplished, or substantially in the 
process of accomplishment, so that a definitive plan of reorganization would be filed by 
that date The plan previously outlined by the Trustees contemplates that realization of 
these obiectives, or "conditions to viability." would have been sufficiently assured by that 
date to permit a rational forecast tnat their benefits would accrue in such fashion as to 
permit consummation of a private inccme-b.ised reorganization by 1976. 

It is now clear, however, that these goals have not been, and cannot be, sufficiently 
accomplished to permit the filing of a definitive plan on April 1, 1973 Moreover, the recent 
reports of the Trustees point up an additional factor: the condition of the Debtor's physical 
plant IS such that substantial additional capital investment would be required in order to 
provide adequately the increased service projected. 

The immediate issue before the Court, therefore, is whether the April 1 deadline 
should be extended. The public interest undoubtedly requires that the Debtor's rail service 
be continued beyond that date; but the Constitution prohibits sacrificing the property rights 
of creditors to that public interest without just compensation. 

There are three principal lines of inquiry whicli must be explored: (1) Has the 
continued operation of the Debtor during reorganization so depleted its assets that, if the 
Debtor were liquidated, the assets would be insufficient to pay pre-bankrputcy secured 
debt' (2) Is there a realistic prospect that the Debtor can become profitable enough. 
promptly enough, to be reorganized? (3) Can an adequate cash-flow be maintained to 
support continued operations during reorganization? All of these Issues are inter-related, 
and each involves its own variables. 

1 Erosion While the precise calculations have not been fully developed, the record 
justifies the conclusion that post-reorganization deferrals and unpaid administration claims 
have already eroded the Debtor's estate to the extent of about $500 million. Whether the 
constitutional limit has been exceeded depends primarily upon how the remaining assets 
are to be valued; and this in turn may well depend upon how those assets are to be used 
at the conclusion of this reorganization Under any view of the matter, it seems clear that 
the point of unconstitutionality is fast approaching, if it has not already arrived 

2 Prospect of profitability The reorganization planning to date has been based upon 
the premise that the Debtor could be converted from an over-sized, low-density railroad 
with many unnecessary employees to a more compact, high-density railroad operating with 
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shorter crews, and that the benefits of these changes could be realized in time to produce 
adequate profits by 1976. It has also been contemplated that, if service essential to the 
public must be continued at a loss, the losses would be reimbursed from some external 
source. 

The original projections were that income available to pay fixed charges at the level 
of S275 to S290 million would be adequate, and could be achieved by 1976 Later 
projections have made it appear that a level of approximately S243 million would be more 
realistic, and would probably be adequate. All of these figures assume that revenue 
increases, through a combination of increased tariffs and increased volume, would offset 
the effects of inflation upon operating costs 

The essence of Section 77 of the Bankruptcy Act is that the legal remedies normally 
available to creditors may be held in suspension for a reasonable time in order to permit 
rehabilitation of the enterprise. Whenever it appears that there is no genuine likelihood 
of ultimate success, the legal and constitutional justification for restraining creditors from 
exercising their normal remedies disappears I am not prepared to hold that there is now 
no reasonable likelihood of viability But, without minimizing the substantial progress 
which has been made to date, it is apparent that the required profitability cannot be 
achieved unless substantial further progress is made in the immediate future to meet the 
conditions upon which the projected profitability is based. 

3. Cash flow The Trustees have been able to continue rail operations to date without 
actually running out of cash. In substantial part, this has been made possible by borrowing 
$100 million on government guaranteed trustees' certificates But in part, this has also 
been accomplished, to an extent not precisely determinable from the record, by deferring 
desirable capital expenditures, and by reducing maintenance and clerical expenses to a 
level which, in the long run, is probably unacceptable. The enterprise weathered a severe 
cash crisis within the past month (partly through the cooperation of organized labor in not 
opposing deferral of certain labor increases); another potential cash crisis looms ahead, 
in July and August of this year. Continued operation of the railroad during reorganization 
would have been utterly impossible except by defernng payment of real estate taxes and 
leased line rentals. It seems clear that, in the absence of substantial improvement, the 
Debtor cannot continue indefinitely on the present basis without running out of cash, and 
that, in any event, such items as taxes and rentals, and other legitimate expenses of doing 
business, cannot simply be deferred indefinitely. 

It has long been apparent that the particular problems of Penn Central cannot be 
completely divorced from problems of national transportation policy Railroads are, after 
all, a regulated industry. However unappealing may be the notion that a regulated industry 
can become bankrupt, the Trustees' efforts to rehabilitate the Debtor are circumscribed 
by existing statutes and regulations. To the extent that these statutes and regulations, 
whether in the area of abandonment, tariffs, or resolution of labor disputes, preclude the 
exercise of self-help in achieving profitability, the legislative and executive branches of 
government must be looked to for solutions, if solutions are to be forthcoming. 

And this is as it should be, for it is those branches of government which should 
determine whether the kind of railroad which could emerge from a private income-based 
reorganization would be consistent with long-range goals of national transportation policy. 
Such matters as how much rail transportation should be provided, how much competition 
among railroads is desirable in the Northeast, and the extent of public interest in 
maintaining rail service which cannot be operated profitably, are clearly beyond the 
province of the Trustees, the other parties to this reorganization, and this Court. 

I take judicial notice of the fact that the legislative and executive branches are now 
addressing themselves to these problems. By joint resolution adopted February 8 and 
approved by the President on February 9, 1973. Congress has called for recommendations 
from the appropriate departments, to be followed presumably by Congressional action on 
a comprehensive scale in the near future. And the Interstate Commerce Commission has 
initiated a proceeding. Ex Parte 293. dealing with these problems. It would obviously be 
premature, therefore, for this Court to make final determinations as to the future course 
of this reorganization proceeding on the basis of the existing legislative and regulatory 



274 

framework The legal and constitutional rights of the parties to this reorganization should 
be evaluated in the light of whatever changes Congress sees fit to enact. 

By the same token, however, this Court cannot ignore the realities of the Debtors 
situation. On the basis of the record to date, it appears highly doubtful that the Debtor could 
properly be permitted to continue to operate on its present basis beyond October 1, 1973 

Under the circumstances. I have concluded that the April 1 deadline should be 
extended, but that a further hearing should be held on July 2, 1973. to permit a careful 
and realistic re-evaluation of the situation in the light of intervening events. At that hearing, 
the Trustees will be required to file either a feasible plan for reorganization of the Debtor, 
or their proposals for liquidation or other disposition of the enterprise. 

ORDER   NO.   1137 

AND NOW, this 6th day of March, 1973, it is ORDERED: 
1. That the deadline for filing proposed plans of reorganization of the Debtor is 

extended from April 1, 1973 to July 2, 1973. 
2. That a hearing shall be held In this Court on July 2. 1973, at which, in the light 

of intervening events, the Trustees shall file either (a) a feasible plan for reorganization of 
the Debtor, or (b) suitable proposals for liquidation or other disposition of the enterprise. 

/s/  JOHN   P.  FULLAM 
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Mr. JARMAN. Mr. Langdon, that is a very comprehensive statement 
on a very diflBcult situation. You make clear the position of the trustees 
that you consider Government ownership and operation would be a 
poor and unnecessary choice among alternatives that are being con- 
sidered in trying to reach a solution to this problem. 

I think at this point the only comment the Chair would make would 
be that, as we proceed in this very complicated hearing, any specific 
recommendations that you would have in the form of legislative 
proposals for consideration would be most helpful. 

We face that basic problem, of course, in considering what we are 
going to try to do, of having as good an understanding as possible of 
the cost factor. 

In your testimony this morning, you have referred to the fact that 
the trustees suggested in their February 1 report a basic part of the 
cost of modernization and upgrading of the reduced Penn Central 
plant would be approximately $600 million to $800 million by 1976, 
and you indicate your position that this would have to be supplied by 
the Federal Government at least until the reduced system has devel- 
oped an earnings record which can attract private capital. 

In your February 1 report, as well as in your comments this morning, 
you emphasize the conviction, which many of us certainly share with 
you, that private management with a profit incentive of private owner- 
ship would be the best solution if achievable. 

You mention private management under an incentive contract 
with ownership of the right-of-way and track and structures by a 
mixed public and private authority or by a public authority is next 
best. 

We certainly are looking to you gentlemen who have had long experi- 
ence in this field, and it is a complicated area on which we need the very 
best counsel possible. I think your statement this morning is good and 
basic and comprehensive. 

I would simply emphasize that, as we progress, come forward when 
you can informally or formally with us with what you would recommend 
as the best practical answers which we are all trying to achieve. 

Mr. BAKER. We certainly will. 
Mr. JARMAN. I have no further questions at this time. 
Mr. Dingell? 
Mr. DINGELL. Gentlemen, what steps have you taken to retrieve 

the financial responsibility to the bankrupt estate of the former 
officers for insider trader activities, for other responsibilities that they 
achieved to the estate by reason of improper activities? 

The investment club, for example, the private jet aviation, and some 
of the real estates that have spun off—what steps have you taken to 
achieve recoveries of those assets? 

Mr. BAKER. May we have counsel answer it? 
Mr. DINGELL. Yes. 
Mr. BLANCHETTE. Of course, the trustees are only interested in the 

civil side of the case but have cooperated fully with other investiga- 
tions being conducted into various aspects of this and this includes 
cooperation with the Justice Department, Securities and Exchange 
Commis.sion, and with the Interstate Commerce Commission, as well 
as with certain State and local prosecuting authorities. 
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On the matter of the Executive Jet fiasco, that property was sold 
through court auspices and the bank, which had been appointed as 
trustee pursuant to a divestiture order of the Civil Aeronautics 
Board, has petitioned for compensation. 

We have counterclaimed, alleging negligence on the part of the 
bank in the stewardship of Executive Jet, and have asked for recovery 
in the approximate amount of $4 million. That matter is pending 
before Judge Fullam. 

In the matter of general mismanagement and malfeasance, the trust- 
ees have assumed responsibility for all lawsuits that were brought on 
behalf of either the transportation company or the holding company 
against outside directors, former officers, and others in a variety of 
cases alleging responsibility to the estate. 

That matter is being actively prosecuted by the trustees as plain- 
tiffs before the U.S. District Court in the Eastern District of Pennsyl- 
vania, where it is in a multidistrict panel proceeding. 

We have taken depositions continuously and are prepared to go to 
trial whenever the court will release the matter from pretrial 
proceedings. 

We have also instituted actions to recover on the insurance policies 
that covered some of the directors as well as independent consultants 
and outsiders. That is again in litigation. 

We have also brought suit and sequestered about $10 million in 
assets in the District Court of Delaware to recoup the money that was 
lost in the Lichtenstein debacle where $4 million was diverted from 
the transportation company. That matter is on appeal in the U.S. 
Circuit Court for the Thircl Circuit and we are awaiting a decision 
in that case. 

Every item that was covered from the various reports has been the 
subject of litigation, none of which has resulted in judgments to date, 
but they are very complicated cases. 

Mr. DiNGELL. We woidd appreciate it if you would give us a specific 
report on each of these so we can see what you have done. 

Mr. BLANCHKTTE. Yes, sir. 
[The following information was received for the record:] 

STATUS OF PENDING PROCEEDINOS 

1. SECT7HITIE8 CASES—MULTI-DISTRICT UTIQATION (M.D.L.) DOCKET NO. 56 

A number of law .suits are presently pending in the United States Distiict Court 
for the Eastern District of Pennsylvania arising out of the financial problems of 
the Penn Central Transportation Company. These suits have been consoUdated 
as M.D.L. Docket No. 56 for the purposes of pre-trial discovery in accordance 
with 28 U.S.C. § 1407. Named in the suits are some 90 individual and coiporate 
defendants, including certain present and former officers and directors of the 
Transportation Company. Brought in the Federal courts under the Federal Securi- 
ties laws, these suits also charge certain of the named defendants with various 
breaches of their common law fiduciary duties to the Transpoi tation Company. 

On December 6, 1971, Chief Judge Joseph S. Lord, III, to whom these cases 
have been assigned, issued an order authorizing the Debtor's Trustees to intervene 
and to take exclusive control of all derivative claims asserted in 14 of the actions 
then pending in M.D.L. Docket No. 56. Subsequent orders of the Court have 
authorized the Trustees to intervene in certain additional cases now also con- 
solidated in M.D.L. Docket No. 56 for the purpo-ses of pre-trial discovery. 

The gravamen of the charges contained in these complaints is generally sum- 
marized in the Staff Report of the Securities and Exchange Commissionto the 
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Special Subcommittee on Investigation of the House Committee on Interstate 
and Foreign Commercp, which report has been printed by that Committee under 
the heading "The Financial Collapse of the Penn Central Company." 

Pre-trial discovery proceedings in those cases are currently being actively 
pursued by the Trustees in cooperation with other plaintiffs. 

2. DETBOPT BANK & TRUST COMPANT 

On August 28, 1968, the American Contract Corporation, a wholly owned sub- 
sidiary of the Penn Central Transportation Company, entered into a Voting and 
Liquidating Trust Agreement with the Detroit Bank & Trust Company. The 
Trust Agreement was concerned with stock held by the American Contract Cor- 
poration in Executive Jet Aviation, and the Agreement was established as a re- 
sult of certain Civil Aeronautics Board objections to the exercise of control by the 
Transportation Company over Executive Jet Aviation. 

From November 11, 1968, through November 18, 1969, the Detroit Bank, act- 
ing as Trustee, approved in excess of $4.3 million in loans to Executive Jet .Avia- 
tion. These loans were made by funds provided by the Transportation Company 
through its subsidiary, American Contract Corporation. 

On January 24, 1972, the Reorganization Court, the United States District 
Court for the Eastern District of Pennsylvania, granted the Petition of the Detroit 
Bank for approval of the sale of the debt and equity interests of the American 
Contract Company in Executive Jet Aviation. However, in its Order approving 
the sale, the Reorganization Court retained jurisdiction over the distribution of 
proceeds of such sale, the allowance of compensation and reimbursement to the 
Liquidating Trustee and the accounting by the Liquidating Trustee for its steward- 
ship under the foregoing Voting and Liauidating Trust Agreement." 

On April 10, 1972 the Detroit Bank filed its Petition for allowance of account, for 
authority to pay unpaid fees and expenses, and for certain other relief. The 
Trustees of the Penn Central Transportation Company have filed their answer in 
opposition to the Petition of the Detroit Bank. Additionally, the Debtor's Trustees 
have petitioned the Reorganization Court to surcharge the Detroit Bank for its 
breach of fiduciary duty in the administration of the loans to Executive Jet Avia- 
tion as well as for the concomitant reduction of the value of the corpus entrusted to 
its care. 

This matter is currently pending before the Reorganization Court. 

3. UNDERWRITER'S COMPLAINT FOR RESCISSION OF CONTRACT 

On July 3, 1968, the Penn Central Company, a predecessor of the Penn Central 
Transportation Company, purchased a company reimbursement policy from the 
Lloyd s of London underwriters. On the same date there was also purchased a 
Directors and Officers liability policy of insurance, insuring the Officers and 
Directors of the then Penn Central Company. Following the purchase of those 
policies, various legal actions have been instituted against the present and former 
Officers, and former Directors of the Penn Central Transportation Company, 
its predecessors and affiliated companies. 

Under agreement of merger, dated January 12, 1962, between the Pennsylvania 
Railroad Company and the New York Central Railroad Company, the Penn 
Central Transportation Company may be obligated to provide indemnification 
for such Officers and Directors. Similar indemnification may be required for the 
same Officers and Directors pursuant to the Pennsylvania Business Corporation 
law. The potential indemnification could represent a very substantial burden 
on the Debtor's estate. On February 16, 1971, the Lloyd's of London under- 
writers filed a complaint for rescission of these policies on the ground of mis- 
statements or failure to provide accurate information in the applications for the 
coverage. The Trustees are seeking the right to intervene in the Utigation to pro- 
tect the right of recovery under the policies. The case is in active pre-trial 
discovery. 

4.   BAKER   V.   GOETZ 

On March 10, 1971, a suit was instituted by the Trustees in the United States 
District Court for the District of Delaware against Fidel Goetz and a group of 
corporations and other juridical entities controlled by Goetz, seeking the recovery 
of  16,800,000 DM  (approximately $4.5 million) plus punitive damages. The 
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complaint alleges that these monies were fraudulently appropriated by Goetz 
from the Transportation Company through certain of Goetz' legal entities based 
in Liechtenstein. 

On March 10, 1971, the Federal Court issued a sequestration order under 
Delaware law, attaching property of the defendants consisting of notes or shares 
of a number of Delaware corporations. An amended complaint was filed on 
March 19, 1971, and on the same day the Court issued a second sequestration 
order. 

Under the two sequestration orders, notes and debentures having a face value 
of approximately $7.6 million, plus certain other property belonging to the de- 
fendants, have been sequestered. 

On December 20, 1971, the Delaware District Court granted the motion of 
defendants to vacate the March 19, 1971 order of sequestration. However, the 
Court denied the defendants' motion to dismiss the complaint for lack of 
jurisdiction. 

The Court of Appeals for the Third Circuit on December 23, 1971 granted the 
Trustees' motion for a stay of the vacation of the order of sequestration pending 
an appeal therefrom, which was subsequently taken. 

The matter is now awaiting decision by the Court of Appeals following the 
presentation of oral argument in which the Trustees seek to preserve the se- 
questration order so as to proceed with the case on the merits against the 
defendants. 

J. COOPERATION WITH STATE AND FEDERAL AUTHORITIES 

Throughout their stewardship, the Trustees of the Transportation Company 
have endeavored to cooperate fully with all State and Federal authorities in- 
vestigating the circumstances of the Penn Central Transportation Company 
Reorganization. 

In this regard, the Trustees have offered assistance to various Federal agencies 
and departments, including the Securities and Exchange Commission, the 
Interstate Commerce Commission, the Department of Justice and the Department 
of Transportation. 

In addition to such cooperation with Federal agencies and departments, the 
Trustees have similarly cooperated in making the files of the Transportation 
Company available for the inspection of staff of the interested committees of 
both the House of Representatives and the Senate. 

Finally, the Trustees have equally cooperated with State and local authorities 
to assist them in their investigations of matters arising out of the reorganization 
of the Transportation Company. 

Mr. DiNGELL. I am also troubled about the matter of sale of stocks 
by corporate officers after the 1st of January in the year in which bank- 
ruptcy occurred. 

Mr. BLANCHETTE. That is the matter, sir, which is, in the first 
instance, under the jurisdiction of the Securities and Exchange Com- 
mission which has actively investigated it; we are waiting to take our 
position on the report of the SEC. 

Mr. DiNGELL. You also have rights to litigate that question as 
private litigants as opposed to relying upon SEC in that matter? 

Mr. BLANCHETTE. TO the extent we have rights, but a large measure 
of that recoverj- is one that is asserted by other stockholders, rather 
than by the company itself, who say that they bought securities at 
higher or lower prices than they would have bought and they seek 
individual recoveries. 

To the extent however that there are corporate rights involved we 
shall assert them. 

Mr. DiNGELL. Now, what is the total amount of the Federal as- 
sistance, and you don't need to tell us this now, but assistance from the 
Federal Government that will be required under the different proposals 
you have submitted to us? 

Do you have the figures today or would you like to submit them for 
the record? 
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Mr. LANGDON. Sir, the Commission has measured tentatively, in 
the case of the Penn Central and I think in the case of the Northeast 
railroads generally, the amount of money that would stem erosion 
during this initial period suggested under their legislation. 

The Commission estimated that in our case it was $135 miUion 
annualh'^, not including taxes, which, under the Commission proposal, 
would be, if adopted, forgiven, and which if not forgiven would add 
another $65 milhon. 

We would like, sir, as suggested here in this final statement that I 
read, for the committee to have the benefit under the legislation of an 
Interstate Commerce Commission report, to be available hopefully 
within 60 days, of the extent of the erosion that should be covered and 
made good during the period that we will call the study period. 

Mr. DiNGELL. Of course, I must confess, gentlemen, I find that there 
is a duty on the part of the railroad under its authority provided by the 
Interstate Commerce Commission Act to provide service. 

Mr. LANGDON. Yes, sir. 
Mr. DiNOELL. And, as I read the law, and I may have a curious 

analysis of the law, but as I read the law the investors simply invest 
upon the speculative idea of something that they are going to get re- 
turns for that. 

I recognize the need to treat them fairly, but you recognize the ur- 
gent need to have the service continue. I have the feeling, gentlemen, 
you have your responsibilities to the public rather upside down. You 
seem to view your responsibilities to return the assets, or the assets of 
the stockholders to the stockholders, as opposed to providing continued 
service. 

If this expresses distress on my part or displeasure, I hope you will 
accept it as such, because that is the prime responsibiUty. The stock- 
holders had their full opportunity to reorganize their affairs while 
they were in there. They also had the opportunity to throw the 
rascals out, neither of which prerogative they exercised iuWy. 

We now see you gentlemen urging before us all manners of special 
preference, exemptions from law, special acts of government, subsi- 
dies, exemptions from taxes and all sorts of other extraordinary 
remedies in order that we take steps to assure the stockholders remain 
as whole as possible. 

Now, I recognize you have some responsibilities and I recognize 
you also have responsibilities to creditors, but somehow or other I 
don't get in your comments a thread of deep concern over the public 
interest in this matter to see to it that the railroads continue operating. 

Mr. BAKER. I will try to answer that. 
I think we have the responsibility to keep the railroad going in the 

public interest. 
Mr. DiNGELL. I think that is your first responsibility. 
Mr. BAKER. Not only because of the rights originally given to the 

railroads and under the ICC Act but under the bankruptcy law 
we do, too, which is clear. 

Mr. DiNGELL. Section 77 so provides. 
Mr. BAKER. Yes, as amended in 1930's particularly for public 

utilities to see that public utilities when they went into bankruptcy 
that the assets be spread among creditors but something new, that 
the service must be kept going in the public interest. 

Mr. DiNGELL. That is the reason for chapter 77. 
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Mr. BAKER. What the lawyers tell us is the problem now and what 
is on the judge's mind is that under the concept of the fifth amend- 
ment, taking of property without due process of law, there apparently 
comes a time legally, as an estate in bankruptcy wears away, a point 
at which the erosion of the estate becomes unconstitutional because 
it is eroding and the owners so-called, the creditors, stockholders, 
come way down after the other creditors, is eroding to the point 
that this amounts to a taking of property without due process of 
law, under the Constitution, and these are all words to me because 
I am not a lawyer, but that is what is on the judge's mind and that 
is why he has set down on July 2 a hearing on this difficult problem 
where the two major aims that he has, keep it going and don't let 
it erode, keep it going and don't let the estate erode unconstitutionally, 
those two things are on a collision course and he has to decide whether 
the erosion that results from keeping it going in the public interest, 
which everybody wants to do, is such that is unconstitutional, taking 
of property without due process of law from the creditor's viewpoint; 
we are sitting in the middle of that. 

Don't think for a minute we think that every possible efiFort 
shouldn't be made to keep the service going in the public interest. 

Mr. DiNGELL. One more comment. 
What have you done with regard to petitioning ICC for rate 

adjustments to have the railroad function on a more profitable basis? 
Mr. LANGDON. You reahze, sir, that we are in a highly competitive 

industry. Unfortunately, our rates cannot go up unless there is 
general concurrence on the part of our competitors that rates should 
go up. 

This year in particular, and even leist year, during the latter part 
of last year, there was a declination on the part of one of our principal 
competitors to propose an increase in rates and this, in effect, froze 
the situation in the East and still freezes it. 

We have applied, along with the Western and Southern lines and 
the other Eastern lines, for a general rate increase and are moving 
before the Commission with a view to increasing our rates, hopefully, 
5 percent, and if the dissenting line, or rather the nonsubscribing 
railroad won't join in this, we are going to be faced, assuming the 
Commission authorizes the increases, we are going to be faced with a 
very difficult problem, because our rates, bemg competitive as they 
are, cannot be higher than the rates of other railroads serving the 
common points. 

Then it is a real problem. 
Now, on the other side, sir, we do have some rates which are less 

than the cost of transportation and we have done what we could in 
this respect. That is, we have increased some of the rates where we 
had control of them and we have gotten other railroads in certain 
cases, where there was a competitive situation, to join us. 

But we have a great many of our noncompensatory rates which 
really are in the form of divisions accuring to the Northeastern lines 
of "through" rates, applying on traffic to and from the South and 
West, and those rates, or those divisions of rates cannot be increased, 
of course, without the concurrence of the parties to the joint rates. 

We have, in our situation, sir, in considering the Northeast as a 
whole, as we compute it, a deficit of about $100 to $125 million a 
year arising from what we regard as improper divisions of rates 
applying to and from the West and the South. 



281 

Mr. DiNGELL. Have you sought relief on that particular point? 
Mr. LANGDON. Yes, sir. We asked the railroads to arbitrate and 

they refused, thus, leaving us to the Interstate Commerce Commis- 
sion, where complaints mvolving the North-South divisions are 
presently pending. 

That case, if it follows precedent, and all of the litigation that will 
ensue, will probably take 10 years to decide. The Commission's 
authority is limited to fixing divisions for the future. There is no 
jurisdiction in the Commission to fix divisions retroactively if found 
to be justified, with a result that there is every incentive on the part 
of the Southern and Western lines who are defendents, particularly 
the Southern lines at the present time, to hold on to their divisions as 
long as possible, to stall and delay, because there is everything to 
be gained by delay and nothing to lose. 

Mr. DiNGELL. All right, now, I have taken more time than I am 
entitled to, but would you submit to us specific suggestions with regard 
to, among other things, to things regarding the closure of this matter 
in terms of legislation. 

You made a number of suggestions. 
Mr. L.'VNGDON. Yes, sir, that has been drafted and we are prepared 

to submit it. What it does is give the Commission power to fix divisions 
retroactively. 

Mr. DiNGELL. I think it would be well for you to submit to us a 
series of suggestions with regard to powers of the ICC that are 
needed to expeditiously conclude the problems you have pending 
before that agency. 

Mr. LANGDON. We will try to do so. 
Mr. DiNGELL. I think that would help also^. 
Thank you, Mr. Chairman. 
[Testimony resumes on p. 285.] 
[The following information was received for the record:] 

PKOPOSED LEGISLATION RELATING TO DIVISIONS 

Attached is a draft of an amendment to Section 15(b) designed primarily to 
provide that the ICC may make its final award retroactive to the date the case 
was commenced. Making the award retroactive would eliminate profit by delay 
and the incentive to delay. 

Attached also are summaries of the chronology of the Official-Southern Divi- 
sions Case, ICC Docket No. 29835, and the current North-South Divisions Case, 
ICC Docket No. 35585, 
• Proposed Amendment to Section 15(6) of the Interstate Commerce Act. 49 
use 15(6), to authorize the Commission to make retroactive adjustment pendenle 
lite of inequitable divisions; to permit the Interstate Commerce Commission to 
enter interim orders requiring interim increases in divisions pendenle lite, and to 
require the Commission to direct its staff to conduct traffic and cost studies. 

(Deletions in brackets, new matter in italic) 

Whenever, after full hearing upon complaint or upon its own initiative, the 
Commission is of opinion that the divisions of joint rates, faros, or charges, applica- 
ble to the transportation of passengers or property, are or will be unjust, unreason- 
able, inequitable, or unduly preferential or prejudicial as between the carriers 
parties thereto (whether agreed upon by such carriers, or any of them, or otherwise 
estabhshed), the Commission shall by order prescribe the just, reasonable, and 
equitable divisions thereof to be received by the several carriers, and [in cases 
where the joint rate, fare, or charge was established pursuant to a finding or order 
of the Commission and the divisions thereof are found by it to have been unjust, 
unreasonable, or inequitable, or unduly preferential or prejudicial,] the Commission 
may also by order determine what (for the period subsequent to the fUing of the 
compliunt or petition or the making of the order of investigation or for the period 

96-474—73—pt 1 18 
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subsequent to the enadmenl of this amendment, whichever is the later,) would have 
been the just, reasonable, and equitable divisions thereof to be received by the 
several carriers, and require adjastment to be made in accordance therewith. 

The Commission's power to require retroactive adjustment of divisions shall apply 
in respect to all divisions, whether prescribed by the Inlerslaie Commerce Commission 
or otherwise established. In so prescribing and determining the divisions of joint 
rates, fares and charges, the Commission shall give due consideration, among 
other things, to the efficiency with which the carriers concerned are operated, 
the amount of revenue required to pay their respective operating expenses, taxes, 
and a fair return on their railway property held for and used in the service of 
transportation, and the importance to the public of the transportation services 
of such carriers; and also whether any particular participating carrier is an 
originating, intermediate, or delivering line, and any other fact or circumstance 
which would ordinarily, without regard to the mileage haul, entitle one carrier to 
a greater or less proportion than another carrier of the joint rat«, fare or charge. 
In a proceeding tnslduted pursuant to this subsection the Commission may make a 
preliminary investigation without full hearing and if after such preliminary investi- 
gation the Commission finds thai there is reason to believe that the division of joint 
rates, fares and charges are unjust, unreasonable, inequitable, or unduly preferential 
or prejudicial, the Cinnmission may by interim order prescribe the just, reasonable, 
ana equitable divisiotis to be received by the several carriers pending final determination 
of the case, but in case of divisions fixed by such interim order the Commission may 
require the carriers to keep accurate account in detail of all amounts settled by reason 
of such interim order, specifying by whom and in whose behalf such amounts are paid, 
and upon completion of the hearing and decision may by further order require the 
interested carrier or carriers to refund, with interest, such portion of such increased 
divisions as by its final decision may be found not justified. 

In any proceeding instituted pursuant to this swsection in which the Commission 
deems that the cost of transporting the property involved may be controlling in its 
determination, the Commission by its staff shall condud a study of the shipments 
involved and the revenues received by the carriers that transport said shipments, and 
the Commission by its staff shall conduct a study of the cost of performing that trans- 
portation service, and the expense of such studies shall be borne by and assessed against 
the parties to the proceeding on such basis as the Commission shall determine to be 
fair. 

CURRENT   NORTH-SOUTH   DIVISIONS   CASE THE   AKRON,    CANTON    &   TOCNGSTOWN 
RAILROAD    COMPANY    VERSUS    ABERDEEN    AND    ROCKFISH    RAILROAD    COMPANY 
ICC   DOCKET   NO.   38S8S 

{Chronology of major action—Dale and action taken) 

March 17, 1972, complaint of Northern lines. 
March 17, 1972, petition of Northern lines for prehearing conf^ence. 
May 1, 1972, cross complaint of Southern lines. 
|May 9, 1972, complaint of Midwestern lines. 
June 14, 1972, supplemental request by Northern lines for prehearing conference. 
June 29, 1972, petition of Southern Governors Conference and Southeastern 

Regulatory Utilit3' Commis.sioners for leave to intervene. 
September 25, 1972, prehearing conference held before Administrative Law 

Judge Forest Gordon of ICC. Conference continued to later date. 
Etecember 12, 1972, prehearing conference resumed before Judge Gordon. 

Principal question regarding siee of car tracing study for determination of costs. 
January 2, 1973, prehearing conference Order of Judge Gordon issued. The 

Order requires joint studies of operating characteristics of North-South freight 
traffic be conducted over a 12-month period commencing March 1, 1973. 

January 9, 1973, southern lines object to Judge Gordon's Order of January 2. 
January 9, 1973, northern lines object to Judge Gordon's Order of January 2. 

OFFICIAL-SOUTHERN DIVISIONS CASE-—ICC DOCKET NO. 29888 

(Major action during period 19S9-1971—Date and adion) 

May 1, 19o9, ICC Order opening case for hearing. 
February 3, 1965, ICC Report and Order, Official-Sovthem Divisions, 325 

ICC 1. This order required an increase in the Northern lines' share of the revenue 
on north-south traffic. 
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Mav 8, 1965, ICC Supplemental Report and Order. Offiaal-Southern Divisions, 
325 ICC 449. Thw order modified the order of February 3, 1965 in respect to 
traffic handled by the Norfolk Southern Railway Company. 

May 27, 1965, Order of District Court denying interlocutory injunction against 
ICC orders on condition that Official Territory railroads refund increase in divi- 
sions if ICC order is set aside. Aberdeen and Rockfish Railroad Co. v. United States 
(USUC ED La.). 

June 30, 1967, ICC Order set aside and cause remanded to ICC for further pro- 
ceedings. Aberdeen and Rockfinh Railroad Co. v. United States, 270 F. Supp. 695. 

March 4, 1968, United States Supreme Court noted probable jurisdiction of 
appeals. B. & 0. R. Co. v. Aberdeen and R. R. Co., 390 US 940. 

March 12, 1968, Opinion of Supreme Court modifying District Court Order 
and affirming as modified. B. A- O. R. Co. v. Aberdeen and R. R. Co., 393 US 87, 
Rehearing denied, 393 US 1124. 

April 24, 1969, Opinion and Order of District Court remanding case to ICO 
and requiring refund of the increased amount of divisions, pursuant to the con- 
dition imposed in its Order of Mav 27, 1965. Abirdietn <t ROckfish Railroad Co. v. 
United Slates, 301 F. Supp. 889. 

Pursuant to that Order and subsequent stipulation, the Northern lines paid 
$33,381,100 to the Southern lines. 

April 21, 1970, ICC Report and Order on remand fixing a new divisional bafiia 
which provided the Northern lines approximately 85% of the increase preseril>ed 
in the May 8, 1965 Order. Offieial-Smdhem Division.'!, 337 ICC 74. 

October 29, 1970, Order of District Court .setting a-side ICC Onler of April 12, 
1970 and remanding to ICC for further proceedings. Aberdeen <fe Rockfish Railroad 
Co. v. United Slates, (USDC ED I.^., unreportcd). 

December 16, 1970, Order of District Court limiting further hearing before 
ICC, Aberdeen A Rockfish Railroad Co. v. United Slates (USDC ED La., un- 
reixjrtcd). This Order wa.s appealed to the United States Supreme Court, \TbiclI 
appeal was dismissed as moot on October 12, 1971, 404 US 806. 

February 11, 1971, ICC Order reopening ease for further hearing in conform^ 
ancc with the December 16, 1970 Order of the District Court. 

August 10, 1971, ICC Order dismissing investigation without prejudice to filing 
new complaints. 

ICC   DOCKKT   NO.   3M86 • • 

(Date and action taken) i 

March 5,1973, Order of Commission responsive to petitiou of January 9, 1973» 
directing that the study of operating characteristics required by the'Order of 
January 2, 1973, be made of a stratified statistical sample of 7,000 our shipments 
during the 12-month period commencing 60 days after service of the Order 
(on May 5, 1973). 

April 4, 1973, petition of Southern Railraod for clarification on Order served, 
March 5. 

April 4, 1973, petition of Northern Railroads for reconsideration of Order served 
March 5. 

April 13, 1973, replies to petitions filed on April 4. 
The study is now scheduled to commence with shipments made on May 4. 

It is sched<iled to be concluded May 3, 1973, with the raw material available 
for processing on or about June 1, 1974. If no delays are encmmtered, the data 
should bo available for submission in evidence to the Commission in the fall of 
1974.   

AMENDMENT TO SKCTION 1 OF THK ACT BY ADDING NEW PARAGR.^PH 23, WHICH 
DEFINKS    PROCEDURKS    AND    ST.iNDARDS    IN    AB.VNDONMENTS    PKOPOSKD    BV, 

RAILKOADB IN REORGANIZATION 

23(a) Anything in paragraph 20 of this section to the contrary notwithstanding, 
a carrier in reorganization under the provisions of Section 77 of the Bankruptcy 
Act (49 use i 205) which pursuant to order of the court having juriadiction of 
the carrier in reorganization files notice of abandonment of one or more lines of 
railroad or the operations thereof with the Commission and with the Governor 
of each state in which the line or lines of railroad arc situate and posts notice of 
abandonment at every freight dep)t on said line or lines of railroad sought to be 
abandoned at least thirty days in advance of the proposed abandonment may 
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abandon the line or lines of railroad or the operation thereof pursuant to said 
notice except as otherwise ordered by the Commission purusant to this paragraph. 

Upon the filing of such notice the Commission shall have authority during said 
thirty-day notice period, either upon complaint or upon its own initiative without 
complaint, to enter upon an investigation of the proposed abandonment and 
pending such investigation and the decision thereon, the Commission may by 
order prohibit the abandonment of operations of the line or lines of railroad for a 
period not longer than four months beyond the date when such abandonment 
would otherwise have occurred. If prior to the date when the abandonment 
would otherwise have become efifective the Commission institutes an investigation 
without requiring continued operation of the line or lines sought to be abandoned 
the carrier shall not remove the line or facilities from place during the seven-month 
period immediately following the date on which the abandonment would other- 
wise have occurred. If the Commission does not complete its investigation during 
the four-month period immediately following the date on which the abandonment 
would otherwise have occurred, the carrier may discontinue operation of the 
line if it has not previously done so. If the Commission does not complete its 
investigation during the seven-month period immediately following the date on 
which the abandonment would otherwise have occurred, the Commission shall 
be deemed to have approved the abandomnent at the end of said seven-month 
period and the carrier may abandon said line or lines of railroad. 

In its investigation the Commission shall determine whether the line involved 
is being operated at a loss, as that term is defined in subparagraph (b) of this 
paragraph 23. If the Commission determines that such line is being operated at 
a loss, the Commission, prior to the expiration of said seven-month period, and 
with or without a hearing officer's report, shall approve the abandonment unless 
the Commission finds that funds are immediately available to eliminate such 
loss in the operation of the line through participation in state, local or federal 
programs for the financial support of the operation or maintenance of such line 
or otherwise. If the Commission determines that the line is not being operated at 
a loss or determines that the loss has been or immediately will be eliminated bj- 
state, local or federal programs, the Commission shall issue an order requiring 
the railroad to continue operation of the line or lines involved, which order shall 
be without prejudice to the subsequent filing of a notice of abandonment of said 
line under this paragraph or the filing of an application for a certificate of pubUc 
convenience and necessity under paragraphs 18-22 of this section. 
••(b) In this paragraph 23 "being operated at a loss" in relation to any line means 
that abandonment of the line would permit a reduction of the railroad's avoidable 
costs, including depreciation on equipment and structures and the costs of 
rehabilitation during the following five-year period, or would produce other 
economic benefits, in an amount exceeding the probable revenue loss which would 
result from such abandonment during said period. 

(c) All suits to set aside or review the action or inaction of the Commission 
oinder this paragraph 23 shall be brought before-the court having jurisdiction of 
the carrier in reorganization under the provisions of Section 77 of the Bankruptcy 
Act (49 use § 205), the provisions of 28 USC §§ 2284, 2321, 2324, 2325 to the 
•contrary notwithstanding. 

ANALYSIS OF INCREASES SOUGHT AND ALLOWED EASTERN RAILROADS BY THE INTERSTATE COMMERCE COM- 
MISSION IN RECENT GENERAL FREIGHT RATE INCREASE CASES 

X-265 X-267 X-281 X-295 

Date petition filed  Mar.   3,1970 SepL  1,1970 Dec 13,1971 May 20,1973 
Amount of increase sought (percent)  6 ,„ , J* .-u    r ,?-,5 * 
Interim increase elfeclive   Jun«  9,1970 Nov. 20,1970 Feb.   5,1972  
Amount of interim increase (percent)  ,„ ,„,5 .      ,.,-,? -      «. ,2-,5  
Final increase effective  Nov. 20,1970 Apr. 12,1971 OcL  23,1972  
Amount of final increase (percent) _  5.8 14 4.0  

It should be noted that the percentages in some instanoes are approxunate be- 
cause of the fact that the increases proposed were sometines selective and ex- 
empted some classes of traffic. Also, the amount of the final interim increases 
authorized are affected by hold-downs or exceptions prescribed by the ICC. How- 
ever, the percentages and dates do provide a general review of the times involved 
in general increase proceedings and the extent to wfaich the ICC has limited the 
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railroads' rate increase proposals. The X-281 case involved a 2.5% surcharge 
sought by petition filed 12/13/71, and a petition for a selective increase filed 
2/27/72. The 2.5% surcharge, which became effective on 2/5/72, wa.s supplanted 
when the selective increase, approximating 4%, became effective on 10/23/72. 

Mr. JARMAN. Mr. Haa-vey? 
Mr. HARVEY. Thank you. I apologize, Mr. Langdon, I am late com- 

ing into this problem and not aware of as many aspects of it as I no 
doubt should be. I wondered, though, if you could elaborate a little 
bit with regard to the court's order and what is expected in court on 
July 2? 

Are you expected by the judge at that time to come into court with 
legislation that has been passed by both bodies of the Congress or 
something more informal than that? What is expected at the time you 
make your report to the judge? 

Mr. LANGDON. We report, sir, on July 2 as to the status of the con- 
gressional consideration of a problem that in our judgment can be 
solved only by the Congress and, if, at that time, there is real mover 
ment here in the Congress in the direction of an ultimate solutioii,, 
that would be of course included in our report to the court. 

This is to enable the court to decide the very difficult problem which 
Mr. Baker just described. We would be under obligation, as I say, to 
report and hopefully there would by that time be action by this com- 
mittee and the full committee and possibly even, sir, by the Hotise.   . 

This is a real emergency, as we see it, so that what we would like to 
do on July 2 is report that Congress has acted in a way that provides 
a solution or at least a stopping of the erosion to permit a study of the 
ultimate solution. • 

Mr. HARVEY. I know what you would like to report to the judge. 
I think my question pertains more to what if you don't have exactly 
just that? Wliat if, for e.xample, this subcommittee and nuiybe the full 
committe has acted but not the House or Senate? Is the judge in that 
case likely to be arbitarary and say, "No, I won't give Congress any 
more time." 

Maybe it is unfair to ask you this—it should be asked of the judge— 
but I am trying to get an idea not ha\dng road the court's order. 

Mr. BAKER. As I see it, what the court has told us to do is come up 
on July 2 with a plan of reorganization or a plan of liquidation. Our 
ability to offer a plan of reorganization, which could stand up against 
arguments from the other side, let's say, without commentmg on it, 
we have to see light at the end of the tunnel, a private reorganization 
course or action and what happens between now and then is going k) 
affect our ability to convince the judge that there is Ught at the end 
of the tunnel. 

Mr. HARVEY. That is not a very good phrase here in tlie Congress. 
Mr. BAKER. That there is a rea.sonable chance of success of a ])rivate 

enterprise reorganization, which, as we have indicated, in the January 
1 and February 1 report, looks to us to require some Federal help. 

If we don't see a probability of .such Federal help, the kind that 
ICC was talking about and so forth, presumably we would then, 
under orders from the court, have to come in with a f)Ian of 
liquidations. 

Mr. HARVEY. YOU sort of beg the question. Maybe I can request 
Mr. Blanchette, your counsel, to answer. 
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Mr. BLANCHETTE. I am counsel now, sir, but I don't know if I will 
be after answering your question. 

Mr. HARVEY. Well, Mr. Baker speaks of going to the court and 
talking about i)robabilities. Ls this what the court asks or is the court 
asking for definite action by C-ongress? 

Mr. BLANCHETTE. The order says that the trustees are directed on 
July 2 to file a plan which contemplates continuing responsibility 
toward a reorganization along more conventional or traditional lines 
or, in the alternative, to come u|) with suitable proposals for a liqui- 
dation or other disposition of the enterpri.so. Dejjending u|)on the 
j)rogress made at the time of the hearing, the trustees will or will 
not be able to do the former; namely, frame a plan of reorganization 
that is based Ujwn, generallv sjieaking, a contmuation of the ent<>r- 
prise as i^resently constitutoci. 

In the alternative, if we can't do that Mid we have to work on that 
now in the event that the former does not happen, we will have for 
the tinistee's consideration and then for submission to the court what 
would be done, what we would propose to do, by way of a dismember- 
ment or liquidating type of reorganization plan. They are both re- 
organization plans, one contemplating a sort of gradual phasing out 
and one a continuation. As to what the court e.xpects, that order was 
not issued on anything else but the trustee's reports to the court on 
January 1 and February' 1. 

No other party was given an opportunity to address itself formally 
to the court as to what it wanted to address itself to. Therefore, the 
answer is the (!Ourt would not be arbitrary, but what course the 
court would take has to depend on not only what the trustees submit 
but on the other ])arties in the case, including the Department of 
Transportation, Justice Department, State and local authorities, 
Interstate Commerce Commission, almost every State in which we 
operate as a party in the case, the secured creditors and unsecured 
creditors, the holding company, each of them will contribute some- 
thing to the court. 

I am just candidly unable to predict what the court would conclude 
on that basis, except to say that a fair reading of the court's decision 
is that if we are on October 1 where we are today in terms of legisla- 
tion and enactment, the court seems to indicate it would order a 
gradual cessation of sernces. 

Mr. HARVEY. Well, Mr. Blanchette, if I understand correctly, 
what you say is, if this Congress fails to do anything you are unable 
to predict what the court will say. Is that correct? 

Mr. BLANCHETTE. Unable to predict, yes, sir. 
Mr. HARVEY. And 1 take it, Mr. Langdon, that that is why you 

stressed so much the temporary refinancing feature of the ICC j)ro- 
posal; is that correct? That it is particularly appealing because it 
solves the immediate problem for the next 3 years? 

Mr. LANGDON. Yes. Ser\'ice continues, in other words, and the 
erosion is stopped and while everj-^body backs away and comes up with 
a final solution, hopefully. 

Mr. HARVEY. NO further questions, Mr. Chairman. 
Mr. JARMAN. In connection with your hne of questioning, Mr. 

Harvey, I nught say just quoting from the memorandum and order 
1137, part 6, of this jear, the judge does say: 
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I take judicial notice of the fact that the legislative and executive branches are 
now addressing themselves to these problems by Joint Resolution adopted 
February 8 and approved l)y the President on February- 9, 1973. 

The Congress has called for recommendations from the appropriate depart- 
ments to be followed presumably by congressional action on a comprehensive 
scale in the near future and the Interstate Commerce Commission has initiated 
a proceeding Ex Parte 293 dealing with these problems. 

It would obviously be premature therefore for this court to make final deter- 
minations as to the future course of this reorganization proceeding on the basis 
of the existing legislative and regulatory framework. The legal and constitutional 
rights of the parties to this reorganization should be evaluated in the light of 
whatever changes Congress sees fit to enact. 

By the same token, however, this court cannot ignore the realities of the debtor 
situation. On the basis of the record to date it appears highly doubtful the debtor 
could properly be permitted to continue to operate on the present basis beyond 
October 1, 1973. 

Mr. Adams? 
Mr. ADAMS. Thank you, Mr. Chairman. 
Gentlemen, as you know, I have talked with you off and on, and 

with just about everybody else I can think of, for about 3 years on this 
matter and I have read all of the judge's opinions and read your 
reports and, Mr. Blanchette, I tliink I would like, first, the aaswer to 
this question, and I am going to state it as a conclusion and then you 
deny it for me, if that is appropriate. 

I'here is not a chance in hell of this company reorganizing itself 
without the Government putting in some place between $600 million 
and $1 bUlion, is there? 

Mr. BLANCHETTE. The definition of our word "reorganizing"? 
Mr. ADAMS. All right, let's define it preciselj', "reorganizing into a 

viable Penn Central operation as opposed to reorganizing into some 
kind of either liquidation or a disposal of its transportation assets." 

Mr. BLANCHETTE. In my personal opinion, no. 
Mr. ADAMS. YOU and I agree completely on this. 
Mr. BLANCHETTE. That is a personal observation. 
Mr. ADAMS. I know that, and I don't want to put you on the spot, 

but I want to be sure the committee and all others involved imder- 
stand why many of us are now putting up solutions because I think 
the solution should start today, that we are facing a liquidation as of 
July 2 and, by October 1, most certainly in some form. 

Mr. Baker or Mr. Langdon, do you want to comment on that 
further? 

Mr. BAKER. I can summarize my ^comment. I agree with Mr. 
Blanchette. 

Mr. ADAMS. You agree- with Mr. Blanchette? 
Mr. LANGDON. Yes. •. • . • 
Mr. ADAMS. You agree also, Mr. Moore? , • • •    . •       -  •   • • 
Mr. MooKE. Yes. . • -   • 
Mr. ADAMS. Now we have that out of the way. Let^s talk about what 

we do in terms of working with the problem. As you all probably know, 
a number of us have put forward proposals, and I want to ask ques- 
tions about them. There may be some things, Mr. Blanchette, we 
would like for the record because the committee needs an underlying 
basis of information as to how much these various things will cost 
and how they are going to be financed. 

Now, the first is this: If we were to proceed with the ICC plan, 
vhich is basically an operating subsidy m the form of a lease and a 
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lease-back on a limited basis, not paying for certain ordinary operating 
and other expenses, you mentioned I believe that the cost would be, 
for the Perm Central, the $135 million per year and then if we added 
taxes it would be $65 million more or roughly $200 million a year, is 
that correct? 

Mr. LANGDON. Those are the Commission figures. 
Mr. ADAMS. YOU have a different figure then? 
Mr. LANGDON. It depends; we would like to submit, sir, our 

analysis of this. I think they are pretty close to being right. 
Mr. ADAMS. Would you submit those figures to the committee? 
Mr. LANGDON. Yes, sir. 
[The following information was received for the record:] 

EROSION OP THE PENN CENTRAL ESTATE 

Determination of the amount necessary temporarily to stem unconstitutional 
erosion of tlie Penn Central estate raises novel and complex issues. Because many 
claims, notably state and local taxes, are being deferred by the Trustees presently, 
unconstitutional erosion is greater than the amount of the cash attrition in the 
estate on a basis which defers many post-bankruptcy obligations. 

We believe that an infusion of cash for the fiscal year 1974 on the order of S200 
million would permit operations to be continued on a constitutionally permissible 
basis. This figure assumes that taxes to state and local authorities would continue 
to accrue against the estate. The figure also assumes that AMTRAK wiU continue 
to be unable to reimburse the estate for intercity operations on a fully compensa- 
tory basis. To the extent that the payment by A"MTRAK is increased, the amoimt 
necessary will be pro tanto reduced. 

We respectfully suggest that any measure which stems erosion on a temporary 
basis must be accompanied by legislation which would permit immediate institution 
of long-range measures, such as those outlined in principle in the ICC report. 

Mr. ADAMS. I don't want to take time in oral argument or details 
like that. We need to know a figure as to what it would cost and then 
if you have an estimate, and we will also a.sk other people to submit 
them, too, as to what the cost of the other six bankrupt lines are, be- 
cause the proposal of the ICC is that we would generally lease and 
lease-back over the entire system so it would remain viable. 

Mr. LANDON. One thing that should be noted at this time, sir, 
perhaps, is whether Amtrak can be authorized and directed to pay us 
full costs. 

Mr. ADAMS. Your claim on that is about $53 million, isn't it? 
Mr. LANGDON. About $60 million. 
Mr. ADAMS. That is all right. 
Now, I would like to ask you next because there are various figures, 

but I want to get them directly from you. If Amtrak were to purchase 
the intercity system, Washington, D.C., to New York, then New York 
to Boston, what would be the cost of the purchase of that system? 
I am not talking now about all of the commuter hnes which may have 
to be dealt with on a separate basis, but the basic intercity rail system. 
The figure listed in the newspaper is $451 milUon, is that about right? 

Mr. BAKER. We don't know exactly what the final figure would be, 
but the figures, or some of the figures we had would indicate that it 
might run, or it would probably be more than $1 billion, something 
more than $1 billion. That is both freight, or for both freight and pas- 
senger service. 

Mr. ADAMS. I am not talking about the air rights, buildings, and 
so on, I am talking about the basic right-of-way. You have a figure of 
$1,227 bilUon, but that includes certain lines aroimd New YorK City 
and I assume you include your yards there, is that correct? 
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Mr. BAKER. That is correct; I am not sure whether the figure I was 
S'ven of slightly more than $1 billion included Harrisburg and say 

ew Haven-Springfield-Boston, those two that are sometimes included 
by some people and not by others. 

We will certainly supply figures and tie them down to exactly what 
is covered. 

Mr. ADAMS. All right, I would like to have you supply figures and 
on these two bases, Mr. Blanchette. 

One is under the basis of the New Haven case, which is basically 
this was an operating concern, but it was scrapped but not scrapped, 
and I would like it on the basis of an operating concern and on a con- 
cern that it is no longer operating. 

[The following information was received for the record:] 

VALUATION OP THE NORTHEAST PASSENGER COKRIDOB 

1. DEFINITION OF CORRRDOK 

The Trustees have developed valuation figures for both a basic and an expanded 
corridor. The Basic Corridor is the main line used in intercity pa.ssenger service 
from Washington Terminal in Washington, D.C., through Penn Station in New 
York City and along the Shore Route to Boston including stations and terminals 
but excluding branch lines and adjacent freight yard facilities of any major signif- 
icance. The Bxpamlid Corridor also includes the line between Philadelphia and 
Harrisburg, the New York and L<ing Branch line and various branch lines which 
are utilized primarily in commuter passenger service. 

3. VALUE or CORRIDOR 

In their efforts to open negotiation with AMTR AK, the Trustees used an invest- 
ment base value of $1,116 billion for the Expanded Corridor and of $0,935 billion 
for the Basic Corridor. On the basis of reproduction cost new less depreciation, the 
Expanded Corridor has a value of approximately $1,971 billion and the Basic 
Corridor a value of $1.6 billion. The scrap value of the Basic Corridor is estimated 
roughly at $0..500 billion. The Trustees, however, do not believe that scrap value is 
an appropriate basis of value if the Corridor is to be continued in railroad use. 

The.se valuation estimates do not take into account adjustments which would 
occur if the property were sold. For cxamjile, the price would be reduced if either 
the Basic or the Expanded Corridor were sold exclusive of subsurface, air and 
various easement rights; this figure has not been calculated. If freight service were 
retained in the Corridor, any reserved trackage rights for freight use would reduce 
the price. Conversely, if the Corridor were devoted exclusively to passenger use, 
substantial relocation costs would be involved to reach shippers and receivers in 
this area. These costs would have to be dealt with in a satisfactory manner before 
the feasibility of the sale could be determined. 

3. DEBT ENCUMBERING THE CORRIDOR 

A. Liguidation basis 
The liens of mortgages encumbering the Corridor frequently attach to prop- 

erties outside the Corridor, so it is difficult to arrive at a single value for debt. 
However, if the Basic Corridor were to be sold, an estimated $333 million would be 
required to satisfy liens arising from bonded indebtedness and $19 million would 
be required to discharge deferred taxes. It might be necessary or desirable as well 
to set aside some funds in addition to anticipate retirement of the Government 
guaranteed Trustees' Certificates in the principal amount of $100 million. 

If the Expanded Corridor were to be sold, an estimated $494 million would be 
required to satisfy liens arising from bonded indebtedness and $21 million would 
be required to discharge deferred taxes. 

Of the amounts remaining after satisfying these pre-bankruptcy debts, $583 
million in the case of the Basic Corridor and $651 million for the Expanded 
Corridor, some amounts may be iised to satisfy other debt and outside ownership 
interests. 
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B. Reorganizalion basis 
If viability were established for the remainder of Penn Central, it is possible 

that a substantial portion of the purdiase price could be used to meet capital 
improvement needs of the rail s.vstein. Because of present uncertainties, no 
reasonable estimate can now be made. 

NOTE: The above figures represent the Trustees' best estimates and judgment. 
Final determination would, of course, have to be made by the Court after hearing 
any views and evidence offered bj' interested parties. 

Mr. BLANCHETTE. Sir, you raised one question I would volunteer 
to elaborate on. 

The price of the acquisitions is materially altered if the Government 
does not acquire air rights or subsurface rights. 

Mr. ADAMS. Suppose we leave those rights within the bankruptcy 
itself for disposal as one of the assets of the bankruptcy. 

Mr. BLANCHETTE. Then that is something that the Government 
does not have to pay for and it reduces the price. I don't know the 
figure. 

Mr. ADAMS. I^t me tell you specifically what I want, because several 
of you are correct when you mentioned a consensus emerging aroimd 
the country from a whole series of sources as to what might be done. 

I will tell you very quickly what that consensus is, which you 
probably know I suggested last Friday; it goes this way: That the 
six roads in bankruptcy would proceed as the court required with 
whatever type of staged liquidation is necessary, but that there would 
be created two potential purchasers for those assets. One step would 
be to authorize, if further authorization is necessary, Amtrak to 
jjurchase the Comdor system as is suggested in your testimony and 
that this become a passenger-type operation. 

I would suggest to the committee, and as I say this Ls just a consensus 
approach, that we pass the Surface Transportation Act and we make 
loan guarantees available to Amtrak for potential purchase or 
lease, so we will need to know what it cost for a lea.se which would 
stop the bleeding, as Mr. Langdon has mentioned. The second step 
is the creation of a self-liquidating quasi-governmental corporation 
similar to Amtrak, which some of us call it the Northeast Kailroad. 
Corp., wliich would at first sell voting stock to the Government only, 
with common stock to be offered to trustees of the various bank- 
ruptcies, for the creation of a rail service. 

Now, this proposal comes from what the Department of Trans- 
portation has suggested and what the ICC has suggested, so I am not 
saying these ideas have sprung fullblown from anybody's mind, but 
they are a consensus, and we need to know what kind of costs are 
involved. 

The Department of Transportation has indicated they generally 
believe common stock could be offered to the various bankruptcies 
and they would exchange their assets for this stock and then the 
assets could be used in borromug upon them in order to make the 
corporation, a freight corporation, viable. 

Amtrak, of course, would operate just on this basis. 
Now, gentlemen, if common stock were offered to you for assets, 

would this common stock, beyond a liquidating govenmtent preferreitl, 
do you tliink you gentleonen could get it through the court. 

Mr. BAKER. We have not been alwaj's perfect in our guess of what 
we can get through the court unfortunately. 

Mr. LANGDON. Sir, how would labor be taken care of? 
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Mr. ADAMS. There are three proposed alternatives. One is that 
under the Railroad Retirement Act which we are presently consider- 
iiig, more benefits would be granted in terms of retirement for pro- 
tection of those individuals. 

The second is that those that wished to make claim against the 
bankrupt estates would be allowed to do that also in the event that 
they wanted severance pay. 

The tliird would be tnere would be a negotiated contract with both 
Amtrak and the new corporation with the unions that are presently 
involved. 

The fourth would be that if imder this system, the labor problem 
could not be handled by attrition and by negotiation with the various 
parties that are involved in it, then the Government would have to 
come in with fimds to help fund that cost of the new corporation, 
probably in the form of loan guarantees and sale of preferred stock. 

In other words, the problem that the committee has and the problem 
that all of us have working with this, we can't get from anyone any 
definite figures as to what each one of these costs will be. We are 
trying to create a process, and then give enough time .so that the 
Erocess can work, so that each of these tilings does not spring full 

lown by fiat from anyone but is negotiated by the people who are 
operating the system, by the people that are working for the system, 
and by the financial community which will lend to the system. 

Mr. LANGDON. May we have a couple of days to back away and 
consider it and submit it? 

Mr. ADAMS. Yes, I would be most happy if you submit it for the 
record. The information is the cost of that corridor on tlie basis I 
outlined, and we need to know whether or not, or on what basis you 
would make recommendations as to potential disposal of core assets. 

I might indicate in this we would accept the Department of Trans- 
portation's suggestion, and when I say "wo" I mean the consensus 
m the main, because the ICC takes so long to designate anything, 
that there would be a point to point designation by the Department of 
Transportation and review by ICC with public hearings as to whether 
or not the actual designations wore correct and on the ba-sis of this 
plan, which we would ask Congress to authorize, there would be offers 
made to the six bankruptcies all at one time in order to obtain essential 
rail service. 

That is with the alternative at the end of it that those communities 
that wished to maintain their own service or those small lines that 
wished to maintain their own service could do it on a shared basis of 
cost as was done with Amtrak or conform their own small lines if they 
¥dahed to do it or you could continue to operate assets that were left 
in your bankruptcy. It has always been contemplated, that each of 
the various reoi^anizations, after an essential system was designated 
and bid for, could, of course, operate with the assets they had remain- 
ing in any fasliion they wished. 

Any estimate you could give us on labor costs we would appreciate. 
IThe following information was received for the record:) 

LABOR PROTECTION COSTS 

The attached memorandum, entitled "Latmr Protection Costs," is the most 
recent estimate made for the Trustees with respect to this matter. A more refined 
estimate is being prepared in connection with the preparation for the hearing 
before the Reorganization Court on June 2, but will not be available until approxi- 
mately mid-June. 
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MEMOBANDUM  ON   LABOR  PROTECTION   COSTS 

The Trustees' best estimate of the amount of labor protection costs involved if 
the Penn Central were permitted to move immediately to an 11,000 mile system, 
with the crew-consist reductions which the Trustees have proposed, is $600 million. 
Of this amount, approximately one-third would be required in 1973 and the two- 
thirds in gradually diminishing amounts through 1979. 

The estimate is based on the following premises: 
1. Of the employees rendered unnecessary by the streamlining of the system 

and crew-consist reductions, approximately half would accept severance pay babied 
on 16)2 months' wages, and the other half would insist on their right under existing 
contracts and state statutes to job protection. 

The total figure would be more if fewer than half of the employees accepted 
severance pay, and would be less if more than half accepted severance pay. 

2. No additional protection obligations are imposed by Congress. 
3. Passenger service will continue at its present level and will be fully compen- 

sated. 
4. The latest published freight-traffic-growth projections prepared for the 

Trustees will be realized. 
Ok Wage escalation will continue through 1979. 
6. The attrition rate will conform to the railroad's past experience. 

Mr. ADAMS. I am sorry, Mr. Chairman, I will hurry as quickly as I 
can. Can you supply us also with a summary of where the bonded 
debt is tied with the right-of-way and faciUties of the court? 

Mr. LANGDON. Yes. 
,  Mr. ADAMS. We would appreciate receiving that. 

[See "Valuation of the Northeast Passenger Corridor," p. 289.] 
Mr. ADAMS. If you were to sell, would the proceeds of this sale or a 

substantial lease which you could divide, combined with the other 
nontransportation assets that are in it, would it be sufficient to satisfy 
the creditors other than the potential labor charges, so that you could 
reorganize what was left of the railroad? 

Mr. BLANCHETTE. I believe the answer to your question is "No", 
sir. If you could sell the corridor, and dispose of other nontranspor- 
tation assets, you would satisfy a large percentage of the creditors' 
claims. You would still have other creditors remaining; namely, 
secured creditors off of the corridor and secured creditors who didn't 
have security or nontransportation assets. Therefore, unless some- 
thing were done with the remaining freight railroad, to create viability, 
to a status rather of viability, these two steps would permit a reduc- 
tion of other debt but would not give the remaining freight railroad 
the attributes which Mr. Langdon read in the trustees' statement on 
page 12 of what would be needed. 

Mr. ADAMS. In other words, you t«ll me those assets won't go out 
clean? 

Mr. BLANCHETTE. Well, those assets could not be used to fund the 
railroad, for example, the freight railroad that remained, unless that 
freight railroad were able to meet the tests that are set out on page 12 
of the testimony. 

Mr. ADAMS. I understand. All right, now, could you also supplj' the 
committee, because there are two aspects to how soon this liquidation 
might occur, with your projections of cash flow through the first 
quarter of 1974? It is my understanding and, Mr. Moore, you can 
correct me if I am wrong, that the Penn Central cash flow position 
generallj' becomes most difficult in the first or the so-called winter 
quarter; is that correct? 

Mr. MOORE. That is correct. 



Mr. ADAMS. SO we would like it through that quarter, so that we 
know what you are going to be supplying to the judge. 

[The following information was received for the record:] 

CASH FORECAST—PENN CENTRAL TRANSPORTATION CO. 

[In millions of dollanl 

Month ending 
cash balanco 

1973: 
May  19.3 
Jun«  29.7 
July  11.8 
August  2.6 
September  10.2 
OctolMr  13.0 
November  . 6.8 
December  12.7 

1974: 
January . .... ......... 6.3 
February  (16.2) 
March  (9.8) 

Unpaid Month ending 
withheld ta« cash less 

liability tax liability 

11.0 8.3 
9.4 20.3 

12.6 
do; 12.5 

11.0 iV 11.0 
U.O (4.2) 
U.O 1.7 

U.O cn U.O 
11.0 ^20.8) 

Note: The above forecast does not provide for any of the following potential sources of cash: (1) The trustees hav* 
petitioned the court for authority to withdraw certain escrowed funds and to issue trustee certificates upon certain terms 
and conditions. The funds aie proceeds from sales of equipment escrowed pursuant to court order No 366 and interest 
earned on proceedings deposited pursuant to various orders, J12.4; (2) The Emergency Rail Facilities Restoration Act 
(Storm Agnes legislation) It is estimated that the total amount of the loan lor which the trustees may be eligible is approx- 
imately ;21,000,000. Congress has not appropriated the funds lor such loans. The trustees have already spent $12,500,000 
ol the amount that they may be eligible lor, $12.5. 

Explanation of major factors utilized in preparing the cash forecast for the 
period May through December, 1973 and the first quarter 1974. 
Freight revenues ajui volume 

A 5% effective tariff increase commencing August 1, 1973. 
1973 freight revenues are projected at $1,746.5 million compared to $1,606. 5 

million for 1972. An increa.se of $140.0 million or 8.7% over 1972. 
Freight Carloadings for 1973 are projected at 5,574,000 compared to 5,344,000 

for 1972. An increase of 230,000 or 4.3%. 
Freight revenues for the first 4 months of 1973 are $556.9 million or 1.1% above 

last year. Carloadings for the same period are 1,768,000 or 2.0% above last year. 

Amtrak 
Provides for subsidy payments under present contract terms. 

Employment 
First quarter 1974 projected at 78,600 people. 

Wage rales 
Provision made for January 1, 1974 wage Increases. 

Payroll taxes 
Provides for Tier II Railroad Retirement obligation commencing October 1, 

1973 and an increase in tax base January 1, 1974 from $10,800 to $12,000. 
Health and welfare 

Adjusted to reflect an increase of 7% on February 28, 1974. 
Equipment rents 

Assumes incentive per diem year round. 
We call attention to the fact that our estimate constitutes our best judgment, 

but cannot be binding upon the other parties in our reorganization proceedings or 
upon the Court. Accordingly, we beUeve that any restrictions on the use of the 
funds which would fetter the ability of the Court to continue the railroad in opera- 
tion and to manage the ero.sion problem might frustrate the purposes for which the 
appropriation was made. 
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Mr. ADAMS. The final question I have is this: 
Assuming that a type of Kqiiidation were to occur, have you de- 

scribed to the judge or have you prepared yet a plan as to how you 
believe this would occur? 

In other words, what would stop first? I gather from both your 
Eublic comments and your testimony you would not abandon lines 
ut j-^ou would simply, by order through the judge, stop nmning 

trains in certain areas? Is that correct and, if not, tell me where we 
are with this? You see the reason is that, as Mr. Harvey said, July 2 
may, to the business community seems a long way awaj', but to the 
Congress, July 2 is the twinkling of an eye. 

Mr. HARVEY. Will you yield? 
Mr. ADAMS. Yes. 
Mr. HARVEY. Excuse me, were you waiting for an answer? 
Mr. ADAMS. I was, but go ahead and ask your question and you 

can be thinking about the answer to my question, Mr. Blanchette. 
Mr. HARVEY. I want to ask Mr. Blanchette, legal counsel, a ques- 

tion which has been discussed, I understand, over in the Senate. 
That is, does the Federal judge in bankruptcy has authority to order 
the trustees of the Penn Central to shut down by October 1 if they 
do not come up with a reorganization plan suitable to the court bj"- 
July 2? The theory has been advanced that section 77 of the Bank- 
ruptcy Act gives the judge only authority to disapprove of the re- 
organization plan submitted to the court. 

Have you considered this? 
Mr. BLANCHETTE. Yes, in considerable detail, sir. I believe the 

advice you have is this: That under the statutory law, railroad corpo- 
rations, as well as banks and insurance companies, cannot avail 
themselves of what is called straight bankruptcy, that is, the pro- 
cedure by which you wind down and sell off assets and distribute 
for the benefit of unsecured creditors. Straight bankruptcy is not a 
remedy tliat deals with secured creditors. 

Banks, insurance companies, and railroads are the principal com- 
panies that are not permitted to go under straight bankruptcy, yet 
we all know tha^ banks have gone out of business. We believe tKat in- 
surance companies haA-e gone out of business and we believe that where 
the continued loss is such that the proprcty is being operated only in 
the public interest, or to serve the public, at the expense of the owners 
of the estate, that is, as a matter of the fifth amendment, as distin- 
guished from statutory law, the court has inherent jurisdiction to do 
that. 

I read from the Supreme Court of the United States in Railroad 
Commission v. Eastern Texas Railroad, 262 U.S. 79, and I thuik it 
pertains to a question asked earlier and this is what the Supreme 
Court of the United States said: 

A railroad, although devoting its property to the use of the public, does not do 
so irrevocably or absolutely and if at any time it develops with reasonable cer- 
tainty that future operations mu-st be at a loss, the company may discontinue op- 
erating and get what it can out of the property by dismantling the road. To com- 
pel it to go on at a loss or to give up the salvage value would be to take its property 
without just compensation. 

That is the authority for the proposition we have asserted. 
Mr. HARVEY. What is the year oi that decision? 
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Mr. BLANCHETTE. That decision is 1924 and finds support in 274 
U.S. 513 (1921), a predecessor case, and in 1972 in the CityojNewYork 
V. United States, and in 1969 in 304 Federal Supp. 793 iii the New 
Haven case and in Brooklyn Eastern Terminal v. United States, 1969 
and another, Jay Street Connecting, in 1959. I beUeve it was upheld in 
the New Haven case in September 1970, as well as in the predecessor 
case, I believe 1969, the Penn Central merger case, and upheld by Judge 
Anderson, later sustained bj' the Supreme Court, in July 1968. 

Mr. HARVEV. What you are telling; us, if I understand correctly and 
I won't take any more of your time, Mr. Adams, is that in j'our opinion 
the judge does have authority to order this? 

Mr. BLANCHETTE. I don't know whether it is October 1, sir, or what 
the date is, and that is a matter of discretion, but I believe the Court 
is empowered to administer the Constitution of the United States and 
empowered to apply principles by the Supreme Court. The answer to 
your question, Mr. Adams, is we have not discu.ssed with the Court 
m advance of the hearing the suitable proposals for liquidation or 
other disposition, but we have filed two petitions of record, both 
based on a wastuig assets theory and one which would permit us to 
suspend operations on the 5,000 miles of line which are clear losers of 
the 20,000 miles on Penn Central. 

The other and that matter, by the way, is under advisement by 
the court and has not been set for hearing, but the other is to phase 
out, as the court directs, all uncompensated passenger service. The 
court has not acted on that except to refer the matter of Amtrak 
compensation to the Interstate Commerce Commission for a report 
back on June 15 of this year. 

Mr. ADAMS. Thank you. 
On nationalization how much would it cost to nationalize, Mr. 

Blanchette, the Penn Central Railroad imder the provisions of the 
presently e-xisting Supreme Court law, which I understand is defined 
in the Hudson Tube case and a later case? If yoxi have a later one, 
tell us. 

Mr. BLANCHETTE. In the Hudson Tube case, assuming that the 
nationalization encompassed the Barclay Hotel and Arvida and 
Buckeye Pipeline, you would be talking under the Hndwn Tube case 
of somewhere in excess of $10 billion and perhaps $14 billion. 

Mr. ADAMS. $10 billion to $14 billion. Have we got the assets of 
just what the trains ran on? Can you give me a figure? 

Mr. BLANCHETTE. Very little less, very little less. 
Mr. ADAMS. We are talking then of $10 billion to $14 billion. Can 

you harden the figure? 
Mr. BLANCHETTE. That is on the Hudson Tube rationale. 
Mr. ADAMS. All I want to know is the cost if we pass a nationaliza- 

tion bill, which is one of the proposals, and may well be one of the 
proposals suggested if you shut down service over substantial parts 
of the line or you run out of cash. I will ask you this also, don't your 
projections show that you will rim out of cash in the first quarter of 
next year if anything happens, if there is a lot of snow? 

Mr. MOORE. We will be very close on cash. 
Mr. ADAMS. Very close on cash, that is what I miderstood, very 

close on cash. 
Would you submit that to the committee then please? 
Mr. BLANCHETTE. Yes, sir. 
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Mr. ADAMS. Because we would like to know that figure, because a 
number of people are going to suggest nationalization, and it is cer- 
tainly an alternative and we have to tell our colleagues what it is 
that you think it is worth. 

[The following information was received for the record:] 

COST OF NATIONALIZATION 

The properties of the Penn Central railroad system—that is, those owned by 
PCTC and the leased lines of PCTC—have Ijeen valued by an engineering firm 
as being worth $13,482 billion for railroad use on a reproduction cost new less 
depreciation basis as of December 31, 1970. This figure does not include any value 
for the mid-Manhattan real estate, the Pennsylvania Company, and non-lea-sed 
line subsidiaries including various independently operated railroads and other 
transportation equipment leasing companies. The figure does include some a.sscts 
which may become unnecessary to rail operation, the amount of which is estimated 
not to exceed $.o billion. 

Mr. ADAMS. Would you have any figures on what the other five 
will cost? Do you know anybody who does? 

Mr. BLANCHETTE. They have had studies. 
Mr. ADAMS. Whose studies? 
Mr. LANGDON. They have had evaluations, I think. I am sure the 

Reading has, but I am not sure about other railroads. 
Mr. ADAMS. YOU don't know of any published place that this com- 

mittee can get the figures on what those other railroa<ls would cost? 
Mr. BAKER. NO, but I would be very surprised if the trustees would 

not give you that figure. 
Nlr. ADA.MS. In other words we should write to each of the trustees. 
Mr. Chairman, I will defer any further questions I have, but I would 

like to suggest that the committee, either counsel or otherwise, contact 
the trustees in those six bankruptcies and obtain a figure from them of 
what it would cost for these transportation assets, if we were to na- 
tionalize them, because as I understand the nationalization, we prob- 
ably have to take all of the transportation assets and I would make 
that request of the chairman and counsel so we could have them. 

Mr. JARMAN. Yes. 
Mr. ADAMS. Thank you. 
Mr. DiNGELL. I think we are going to have to have these other 

bankrupt railroads in to find out what the situation is \vith regard to 
them because I don't .see a solution of the Northeast problem lying 
solely with a solution of Penn Central's problems. 

Mr. LANGDON. That is right, absolutely. 
Mr. JAKMAN. The Chair thinks that is the intent and the Lehigh 

will be scheduled as of tomorrow as well as others. 
Mr. JAUMAN Mr. Shoup. 
Mr. SHOUP. Thank you, Mr. Chairman. 
Mr. Langdon, you referred several times to this being an emergency 

situation. May I ask you what the plans of the trustees are for posting 
the crews' consist order? 

Mr. BAKER. I seem to be elected. I would like to read this statement 
because we, of course, were extremely concerned about this whole 
thing and worked out this statement yest€^da}^ 

Absent any development to report to the courts, we would have no basis to ask 
that our present direction to promulgate be altered. If, however, the estate can be 
protected against continuing erosion, which results among other things from the 
cost of excess labor, if the estate can be protected from continuing erosion, that is, 
on an interim basis, we would have to give postponement of our promulgation 
serious consideration. 



We recognize the benefit which could result if more time were available to sU 
of the interests involved including labor, to work cooperatively toward a fair and 
feasible solution of the Northeast rail crisis, in which we of course would join. We 
would, in other words, have to report to the court before June 9 that the Congress 
would indemnify us against the short-range costs of excess labor and other factors 
which constitute erosion and also condition our response on the lack of further 
adverse developments such as regressive State lcgLslAtix>u. 

That is it. 
Mr. SHOOP. Thank you. If I can put that into plain language, you 

are not planning on promulgating the order at the present time. 
However, you are reserving the option to if everybody doesn't co- 
operate with you? 

Mr. BAKER. I preface it a little differently. I say we are planning to 
promulgate on June 9, that is, we extended it the other day, from 
May 9 to June 9 on our own action, and we would plan to promulgate 
on June 9, unless there were a situation whereby erosion would be 
taken care of for an interim period during which we and labor and 
everyone else could be trying to work together toward a feasible 
solution for the kind of problems we have all been talking about this 
momiu». 

Mr. SHOUP. Earlier in reply to Mr. Adams' question to both of 
you gentlemen, in fact all three, I thought your answer was that 
on an independent basis, jou could not reoi^anize satisfactorily to 
continue operations, that it would take assistance from the Federal 
Government. Am I correct in that? 

Mr. BAKEH. It would take assistance in one form or another. Were 
we freed of these particular burdens under which we legally have to 
operate would be one way. 

Mr. SHOTTP. My point is this: We have a big problem in Congress 
trying to assist vou in the Northeast without having another strike. 
I think it shoufd be quite evident to you that if you attempt to 
promulgate the crew consist order again, probably the reaction would 
be the same, and we would accomplish nothing but a waste of our 
time and your time. 

Any savings that you would incur in 1 month under this new cnjw 
consist would be minimal if you consider the total picture and all its 
ramifications. It would be my recommendation that you seriously 
consider deferring any action of this type until you go before the 
court on July 2. 

Now, for the record also, Mr. Langdon, you speak of the purchase 
of the right-of-way for the passenger line in the Boston-D.C corridor, 
with a freight line being a parallel line. Am I correct that this new line 
would carry nothing but passengers with no freight utilization 
whatsoever? 

Mr. LANGDON. We understand, sir, that is what has been in contem- 
plation bj' the Government, a passenger railroad. 

In order to provide the kind of passenger railroad that we under- 
stand is in contemplation, it would be better to dedicate it to passenger 
movements and remove the freight operations. As a matter of safety, 
that is. 

Mr. SHOTTP. As a matter of safety, is it your opinion as a railroad 
man that you could not utilize this passenger Ihie for a freight line? 

Mr. LANGDON. Maybe Mr. Moore could respond to this better than 
I can. But let me say this, sir, that the plans of the Government 
insofar as they have gone informally and as imparted to us, con- 

96-474—7»—pt 1 20 
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template a speed-up in the service to provide, among other things, a 
2-hour train—in place of a roughly 3-hour train between Washington 
and New York and also a much faster train—from New York to 
Boston. 

Under those circumstances, two things would have to be done. The 
railroad would have to be largely rebuilt, maj'be rebuilding is a httle 
exaggerated, but there would have to be spent an enormous amount 
of money on the railroad in order to reduce curvature and pronde a 
better roadbed with tracks for higher speeds. Secondly, for pjissenger 
speeds of that kind in particular, freight service should not be operated 
on the railroad at the same time. 

Mr. Moore may be able to elaborate on that, sir. 
Mr. MOORE. All I could add, right now we are running about 680 

trains, that is, freight trains, commuter trains, and Amtrak trains 
between Washington and New York every 24 hours and that is a 
tremendous volume of trains. 

Mr. SHOUP. If you eliminated all freight from these lines and left 
it just passenger, how many trains would it be? 

Mr. MooRE. Well, in our operation between here and New York, 
about 60 to 70 percent of it is passenger operation now. It is pre- 
dominantly passenger operation. 

Mr. SHOUP. What does bother me is we are looking at the problem 
of parallel lines and one of the causes, I think, of the inefficiency or 
the problem up in the Northeast is we do have many parallel lines. I 
approach with great caution deliberately moving into increa.sing the 
number of parallel lines merely because it is passenger and freight. 
I just wonder, are we to a point to do that? 

Mr. MOORE. I think it has been pretty well proven if you are going 
to operate liigh-speed passenger trains, 130 to 150 miles an hour, it 
has to be completely divorced from the freight operations. For example, 
the Takkaido Line in Japan is strictly a passenger railroad, no freight 
trains. In fact, the right-of-way is fenced in. In that way they can 
operate a tremendous number of passenger trains and give good on- 
time performance. 

The way we are now between here and New York it is next to im- 
possible to get a freight train over the railroad because of the passenger 
train interference. In addition to that, we have this situation. 

Mr. SHOUP. I have ridden between New York and Washington in 
pretty good time and we seem to be on time; you seem to be doing a 
pretty good job. 

Mr. MOORE. The performance is not as good as we would like for 
it to be, as fai- as being on time is concerned. Of course, this number, 
bear in mind, includes commuter trains as well as freight trains. 

Mr. SHOUP. I realize that. 
Mr. Langdon, when I asked you the question and I was asking it 

specifically of you, either you personally or as a trustee, not for a 
Government position, do you feel that it is necessary to have parallel 
lines? 

Mr. LANGDON. Yes, sir; because I think this situation is unique. 
I don't think it is the same as putting down another parallel line, which, 
as you say, in other parts of the country and under different circum- 
stances, has in pai't at least contributed to the railroad problem. This 
is a unique situation where there is a very heavy passenger density, 
traffic density, and in order to accommodate it efficiently, there ought 



te be a passMig®? railroad. A passenger raiboad wouW be ftb3ol«t*ly 
inipossibie under private ownership. In the first place, in the passenger 
operation itself, there is inherently a deficit. Stvit woald have to b** 
Government ownership and Government operation in order to have 
this come into being. 

Now the freight, we have looked into the proposition tentatively, of 
operating the freight trains at night, at a time when the passenger 
trains would not be oo the railroad, but this is really impossible to do 
and to accommodate the business. 8o^ yes, it is my recommendation 
that serious consideration be given, sir, to taking this railroad over as a 
passenger railroad. 

Now in that connection we are going to have to make some provision, 
<A course, for those shippers and services on the railroad itself, reached 
only by the corridor, wno, if this line became a passenger line, would 
be cut off. We are going to have to make some provision, some pro- 
vision will have to be made to continue service to them. 

Mr. SHOUP. Yes, you made that point, I think, in your testimMiy. 
I have one final question. 

Mr. DiNGELL. May I intercede? This does not have to happen as 
in a flash flood. It can take place over an orderly period of transition. 

Mr. LANGDON. Certainly. 
Mr. DiNGELL. I get the impression in the thread of thinking some- 

where there is an idea or concern it has to be done without an orderly 
period of transition and I hope the record does not reflect that kind 
of thinking on the part of anyone because it is not our thinking.  • 

Mr. LANGDON. It is only the stopping of the erosion, sir, in orider to 
permit plans such as this to proceed in an orderly way that causes the 
crisis or emergency. 

Mr. BAKER. May I comment before I finish on when I answ^ered 
Mr. Adams' questions about costs of the corridor? This business of 
making it a purely passenger line costs a lot more. That may be^the 
desirable aim and sensible thing to do. <v4 

Mr. ADAMS. Why does it cost more? •'I 
Mr. BAKER. Because, let's say you get all of the freight off of the 

old Pennsylvania Line between Washington and New York, you 
have to somehow, and say also you put all of that onto the B. & O.- 
Reading, C. & J. You have to get contact then between the plants, 
say, between the railroad and the river going up along the Delaware— 
say, Wilmington and Philadelphia—you have to get those plants that 
are not now connected with the B. & O. Line. You have to get them 
over there or relocate them. It is just an additional figure of cost that 
people should not forget. 

Mr. ADAMS. YOU have a four-line track? 
Mr. BAKER. Yes. 
Mr. ADAMS. Between New York and Washington? 
Mr. MooRi. In some places we only have two tracks, but generally 

it is two, three, four, and up to six in some areas. 
Mr. ADAMS. I think we have to give the operating people a process 

here and in your report give us the alteratives of what these various 
things cost so we can let somebody else decide. Thank you. 

Nu". BAKBR. It can be done, but it takes a dollar figure to do it. 
Mr. SHOUP. One final question, Mr. Langdon. You addressed your- 

self to the bills that have been introduced. 1 am interested in the 
materials that have been furnished to us and I think all of the members 
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of the committee, after proposal made by the president of the Union 
Pacific Railroad. You have not addressed yourself here and we didn't 
expect it. However, are you familiar with what I am referring to? 

Mr. LANGDON. Yes, generally. They talked it over with us inform- 
ally and I say with us, but with me and Mr. Blanchette informally, 
before submitting it. It is a proposal that may well deserve considera- 
tion. The problem with it is that as present^ drafted unless it has. 
been changed recently, there is no provision for immediate help to 
stop the erosion—whUe the basic overall restructuring and approaich 
are, in effect, worked out. 

Mr. SHOUP. YOU would feel in the long term, in the long-term 
approach to the problem, that his proposal though does have merit? 

Mr. LANGDON. It is worth studying, sir, and it is a proposal that i£ 
they would amend it, as I say, or supplement it by providing some 
machinery for taking care of the immediate problem that we face. 

Mr. SHOUP. I think any legislation we must face has to have it in it. 
I have no further questions, Mr. Chairman. 

Mr. JARMAN. Mr. Podell. 
• Mr. PODELL. Thank you, Mr. Chairman. 

I might say I would like to have directed my attention to the" 
{)roblem of all of the bankrupt railroads in the Northeast, but of course 
or purposes of this discussion we must confine ourselves to the Penn 

Central. It would appear to me that you have devoted a great deal of 
attention in your remarks to the problem of erosion of the bankrupt 
estates or the problem of existing creditors. 

I must say I am more concerned, of course, with those people, the 
Eassengers, who require the transportation, as well as the freight to 

e transported in the Northeast section of this country. I just wondered 
for a moment, in accordance with your statement that even under 
&ny circumstances you cannot conceive of any way of reorganizing 
this railroad by July 2, 1973, or July 2, 1974, on a profitable basis. 
Was that your statement, first? Without actual infusion of Federal 
funds? 

Mr. BLANCHETTE. Or a change in the legislative and regulatory 
matrix that substituted for it. 

Mr. PODELL. What change would you feel would be sufficient to 
f>ermit you to operate this system on a viable basis ^vithout Federal 
unds being infused? 

Mr. LANGDON. Sir, if overnight we could go to a 11,000-iniIe core 
where, today, according to our studies we are handling over 80 percent 
of our busmess, and there was some protection provided by the 
Government for the employees displaced by that shrinking of the 
system, and if our passenger services were fully compensated, both 
Amtrak and our commutation services, and if we were also able to 
achieve a change in the basic work rules concerning crew consist, 
whom compensates it, then I think we would be able to generate 
internally, or in the private sector, the $600 to $800 million that is 
needed to rehabilitate the property. 

But, you see, those conditions, sir, are so tough and are not, yoxi 
know, very likely to be realized, that this leads us then to the con- 
clusion and the recommendations set forth in our statement looking 
toward the July 2 hearing. 

Mr. PODELL. Well, obviously, even should those hopeful aims that 
you have just enumerated be realized, if you get reunbursed from. 
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Amtrak, we are going to have to paj' for it in any event, because 
Amtrak will never have the money to pay for it, so indirectly you are 
coming to us for the money. If the Federal Government does allow 
for the displaced employees, again, the Federal Government is going 
to have to provide the money, so the answer seems to be that even 
under Utopian conditions there is no way that the railroad can operate 
A3 a functional, viable railroad without Government assistance; isn't 
that right? 

Mr. LANGDON. That is correct. 
Mr. PoDELL. OK. Now, 1 am not so sure tliat I like the idea of 

pouring in $600 or $800 million, plus $65 million that Amtrak owes 
you that we are going to have to give you in any event, merely so 
that the estate of this railroad is going to find the estate protected. 
To me the value of an estate is its current market value and the current 
market value of the owners of this estate is quite low. It is not nil 
really, because it is worth what it is worth and it is not worth very 
much, and Juh^ 2 you are going to be ordered into a liquidation. 

Wouldn't it appear to you that the only solution in this case is 
for the Federal Government to stop in and take over the program of 
Penn Central and the additional six railroads that are in bankruptcy 
in the Northeast, and throiigh some mechanism operate them. I don't 
know if I am sure about a sale and lease-back and all of these fancy 
terms, but generaUj' speaking just take over the problem and admit 
that it is going to cost us the money we are going to have to use to 
run it; isn't that the best solution? 

Mr. LANGDON. I think that would be much more expensive, sir, 
than the solution that we recommend. I think in the long run the 
Government would be spending a lot more money doing it that way 
than proceeding along the lines we suggest. 

Mr. PoDELL. Along the lines suggested, you are talking about giving 
an additional $600 to $800 million within the next few years as a 
temporary measure and then admit readily that there is even then 
no way you are going to succeed. 

Mr. BAKEH. I don't think we su^ested that it continue, but I 
think the idea is that with the other conditions, then it would be able 
to be viable. 

Mr. PoDELL. Well, I thought the gentleman just stated that, 
aasuming the Utopian conditions which could never possibly be 
realized, even then you would not be able to succeed. 

Mr. LANGDON. NO, I said, sir, under those circumstances, to wave 
the wand and produce the conditions that I described, then we think 
we could finance the $600 or $800 million reconstruction or rehabiUta- 
tion of the plant without any Government help, but as I say, the 
conditions are so tough that probably they are not going to be realized 
in time. 

NOW, sir, may I make one suggestion though that the problem 
before you and all of our figures pertain to the Penn Central con- 
sidered as an entity. There never has been, so far as I know, a study 
of the requirements for help for the entire Northea-stem structure. 
After that has been studied, presumably along the hues of the Com- 
mission approach, it may very well be that the overall viability of 
whatever emerges from the study of the overall problem in the North- 
east may be different than when the study is limited to Penn Central. 
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In short, the treatment of all of these lines together and the elimination 
of duplicating mileages, and so forth, and so on, could affect the final 
result of the required Government help. 

Now, our suggestion is that we stop the erosion back away and have 
this overall problem, as suggested by the Interstate Commerce Com- 
mission, studied, because only in that way are you going to get the 
kind of answers tliat I think are going to bear on the ultimate solution 
here. 

Mr. PoDELL. Well, I direct your attention to H.R. 7373, which I 
just introduced last week, which deals with the entire northeast 
corridor. 1 think it states, in effect, that to solve the problem of Penn 
Central you must solve the problems of all of the northeast corridor 
rtdlroads. 1 think we can envision there is presently duplication, over- 
lapping of effort, and this, of course, should be studied. 

But somehow I believe also, and here is my major concern, that I 
don't like the idea of infusing public funds to protect a private estate. 
If we are going to put our money in, if we are going to put taxpaj'ers' 
dollars into this railroad, then, 6y golly we ought to buy the railroad 
and but it for what it is worth. 

Now the evaluation you mentioned in the Hudson Tube case I don't 
think is entirely appropriate. The Hudson Tube case at the time it 
it was undertaking, was a viable instrument of transportation, was 
it not? 

Mr. BLANCHETTE. Viable, sir, in the sense it was functioning and 
rendering adequate service, but not viable in the sense of generate 
ing anything like earnings. 

Mr. PoDELL. But it was not in liquidation at the time? 
Mr. BLANCHETTE. It was, I believe, in chapter 10 or a liquidating 

type of receivership, yes. 
Mr. PoDELL. That would certainly change the value and perhaps 

we can give the estate some other stock for the stock they presently 
have. 

One last tiling. I see the time is short. What is the extent of the 
nontransportation holdings of Penn Central today in terms of value? 
I know you have tried to spin off some of that real estate and have 
had problems with it. To what extent do you have additional holdings 
outside of transportation assets? 

Mr. LANGDON. We have considerable, sir. They are all, of course, 
hocked up to the ears and we would hke, if we could, to supply that 
information for the record, too, in some detail. We can do that. 

Mr. PoDELL. Could you do that and also advise us as to, should 
you be able to do so, what would you think it would ^neld in terms of 
dollars? Would it be profitable or unprofitable? 

Mr. LANGDON. Yes, we have the evaluations done on those proper- 
ties. Of course, as you suggest, we have tried to dispose of some of 
them without any success really. 

We will be glad to supply that information. 
[The following information was received for the record:] 

ESTIMATED  VALUE  OP SELECTED  NONTRANSPORTATION  PROPERTIES 

The primary non-rail subsidiary is the Pennsylvania Company, which PCTC 
valued recently at 8223 million. Ftowever, the stock of Pennsylvania Company is 
emcumbered by the lien of a $300 million banli loan in default. In addition, ther« 
are substantial real estate holdings of Penn Central and its subsidiaries not now 



used to or which may not be needed for rail transportation including, for example, 
the mid-Manhattan properties, the value of which is estimated to total approxi- 
mately $1 biUion. 

Penn Central has an equity interest in other miscellaneous non-transportation 
companies valued at more than $100 million. 

Mr. BAKER. YOU would be particularly interested in the amount 
of net over any underlying mortgage that we might get for other 
purposes. 

Mr. PoDELL. Well, the current fair market value of the real estate 
obviou^. 

Mr. BAKER. YOU would also like to know the encumbrances on it 
because it would, if it simply goes to the mortgage holder, not help 
this problem particularly. 

Mr. PoDELL. Did 3'ou ever do anything about the 20 acres on the 
New Jersey shore directly across from 42d Street, you have about 20 
acres there of land. 

Mr. MOORE. We have moved. You are talking about where we 
had all of the freight forwardere and the service between Greenville 
and Manhattan? 

Mr. PoDELL. I would say it is right across the Hudson River 
between 40th and 70th, something of that kind. You have a tremen- 
dous expanse of real estate. 

Mr. BAKER. I thhik it is of interest to the Stat€ of New Jersey. 
Mr. PODELL. It is being negotiated at the present time as I recall. 
Mr. BAKER. Then we just put on the market the old Greenview 

property further down the river. 
Mr. PODELL. It ought to be a valuable piece of property. The hour 

is late and I don't want to take up any more time, Mr. Chairman. 
Mr. JARMAN. Mr. Metcalfe. 
Mr. METCALFE. Thank you, Mr. Chairman. 
Mr. Langdon, in your statement on page 4, you indicated that the 

financial position of the railroads has been so precarious for a long 
period of time that the funds are unavailable for adequate mainte- 
nance of plant and equipment. Can you give me a dollar figure as to 
how much money you are running in deficit for the past 3 years so 
we can know here how precarious it is? 

Mr. LANGDON. I can give you a figure, sir, that includes the makeup 
maintenance over a period of 6 to 8 years that we think is necessary 
to restore deferred maintenance that goes way back some 20 years 
almost in certain cases. The property of many of the constituent 
campanies of Penn Central has not been properly maintained. 

On the track the figure, sir, is $435 million. Then, in addition to 
that, $45 million is for equipment, where we want to speed up the 
repair of unserviceable freight cars. In addition to that, we have 
about $120 million that we would like help on for making capital 
improvements that have not been made and cannot be included in 
our program as we look forward to the next few years. 

ActuSly, the property has been starved for many years on main- 
tenance and on capital improvements and this, of course, is serious. 

Mr. BAKEB. Could I suggest, Mr. Congressman, that Mr. Moore 
comment on your guestion m regard to safety, which I think you would 
also be int«reBted m? 

Mr. METCALFE. I am primarily interested in dollar figure. Naturally, 
I am vitally interested m a safety figure, but right at this moment I 



Ifam more interested in the dollar figure. This $595 million, as I add 
up the figures given to me by Mr. Langdon, you say that is over a 
period of 20 years 

Mr. LANGDON. This represents, sir, the amount of money that, 
according to our calculations, would be required to make up the de- 
ferred maintenance that has been going on for a long period of time 
and it would be made up over a period of 6 to 8 years and that would be 
the aggregate amount, that on the track and for equipment that would 
be required for the catchup. 

Mr. METCALFE. How many members are there on the board of 
trustees for Penn Central 

Mr. LANGDON. Three, sir. 
Mr. METCALFE. Three. What is their compensation per annum? 
Mr. LANGDON. Mine is 95,000 and Mr. Baker's is $40,000. 
Mr. BAKER. 1 am on a two-fifths time, my compensation is $40,000. 
And Mr. Bond is on slightly less to than that, his compensation 

is $36,000, or $34,000, excuse me. 
Mr. METCALFE. NOW, were you three gentlemen also a part of the 

trustees 3 years ago? 
Mr. LANGDON. We were the original trustees, sir. 
Mr. BAKER. We came in after the banki'uptcy. 
Mr. LANGDON. And Mr. Wirtz, too, was the fourth trustee as of 

the time right after bauki-uptcv, but he resigned in a year, December 
of 1972. ' ' 

Mr. METCALFE. You indicated also that, I think this is in the form 
of a recommendation for a consideration that the mileage paid to six be 
reduced from 11,000 miles of railroad, or from 15,000 to 11,000 and if 
you do reduce the mileage, would you not, in fact, compound your 
problem, because you therefore would not have customers and, there- 
fore, could not render the services that are available and would it not 
place you in more of a financial precarious position? 

Mr. LANGDON. Sir, I tliink the answer to that is, "No." But let me 
explain that, in the case of the 11,000-mile railroad, it is the result of 
finding, starting with 20,000 miles, which we have now. That part of 
the railroad where the earning power is maximized and to the extent 
that you go beyond 11,000 miles, earning power tends to be reduced, 
and to the extent that you go less than 11,000 miles the earning power 
also tends to be reduced. 

The 15,000-mile core, on the other hand, uses as a starting point the 
20,000 miles that we have now and eliminates only those branch lines 
and other Unes that are being operated today at a substantial loss. 

Now, we recognize always, in the case oi any branch line that is 
operated at a loss, that if the shippers or the commimities or the States 
or anybody is interested in making up the loss, and making us whole 
for that operation, we would be glad to continue service. 

You know, it is a surprising fact that on the Penn Centi'al the 
revenue level per mile of line and the traffic den.sity per mile of line are 
the lowest of any major railroad in the East and one of the contributing 
reasons is that we have so much mileage where there is low density and 
there is really no reason for the continuance of rail service. 

Mr. METCALFE. Are you suggesting then by reducing the mileage 
from 15,000 to 11,000 that you compact that and, therefore, the rates 
would then automatically be increased? 

Mr. LANGDON. The rates, sii-? 
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Mr. METCALFE. Yes, the rates. 
Mr. LANGDON. NO. 
Mr. METCALFE. Your revenue? 
Mr. LANGDON. Oh, per mile of line, yes. 
Mr. METCALFE. It would automatically increase? 
Mr. LANGDON. Well, yes, that is right, because in eflFect by cutting 

the railroad in half, we would retain according to all of our computa- 
tions more than 80 percent of the business so tms would give a revenue 
mile per line naturally on a much higher level than is the case at the 
present time. 

Mr. METCALFE. I have two further questions because of the time 
factor and this one I would like to direct to Mr. Blanchette. 

Has the court been given authority to order abandonment without 
first Penn Central receiving ICC's approval? 

Mr. BLANCHETTE. Not under normal circumstances. 
Mr. METCALFE. What is your problem? I know it might not be 

fair to ask you the question, what you think the court will do. 
Mr. BLANCHETTE I think this: The Interstate Commerce Act pro- 

hibits any railroad or trustee from abandoning a line without obtaining 
the consent of the ICC. Where the continuation of substantial lines 
runs afowl of possible constitutional safeguards, I believe the court 
has the power, on that groimd, to suspend the operation on a tem- 
porary basis and then give the ICC the opportunity, and this is just 
to stop the blood from draining, an then go to the ICC under the 
Interstate Commerce Act for a permanent abandonment. 

Mr. METCALFE. I know that we have a bell, but maybe you can 
answer this question very succinctly, Mr. Langdon. You are proposing 
that the trustees retain the freight and then try to dispose of a particu- 
larly—particularly the Amtrak passenger services. Is that over- 
simplifying it? 

Mr. BLANCHETTE. This is on the line between Washington and 
Boston. 

Mr. METCALFE. The corridor, yes, sir. 
Mr. BLANCHETTE. Yes, sir. 
Mr. METCALFE. That is your proposal? 
Mr. BLANCHETTE. Yes, sir. 
Mr. METCALFE. Thank you very much and thank you, Mr. Chair- 

man. I have no further questions at this time. 
Mr. JARMAN. Mr. Adams, any further questions? 
Mr. ADAMS. NO thank you, Mr. Chairman. 
Mr. JARMAN. Gentlemen, we very much appreciate your beii^ 

with us and helping us to make this record as we all deal with this 
very difficult problem and the committee will be in touch with you 
as the hearing develops. The subcommittee will stand adjourned 
until 10 o'clock tomorrow morning. 

[Whereupon, at 12:25 p.m. the subcommittee adjourned, to recon- 
vene at 10 a.m., Wednesday, May 9, 1973.] 
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NORTHEAST RAIL TRANSPORTATION 

WEDNESDAY, MAY 9, 1073 

HOUSE OF REPRESENTATIVES. 
SUBCOMMITTEE ON TRANSPORTATION AND AERONAUTICS, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in rooni 2322, 
Raybum House Office Building, Hon. John Jarman [chairman] 
presiding. 

Mr. JARMAN. The subcommittee will please be in order. 
The subcommittee continues today its hearings on the bills that 

provide for the continued operation of the Penn Central, consideration 
of problems dealing with the northeast corridor, problems in general 
to railroad operation in the countrj-, to legislation creating and setting 
up surface transportation acts and other bUls. 

Our first witness this morning is our colleague on the Interstate and 
Foreign Commerce Committee, Congressman Bob Eckhardt of Texas. 

STATEMENT OF HON.  BOB ECKHARDT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 

Mr. ECKHARDT. Thank you, Mr. Chairman. I should like to ask 
permission of the committee to make my statement informally, if I 
may. 

Mr. JARM4N. Without objection, you may. 
Mr. ECKHARDT. Mr. Chairman, on August 7, 1972, when it appeared 

clear that the Penn Central Railroad was not able to bail itself out and 
was seeking again to come before Congress for loan guarantees, I 
introduced legislation to put a stop to the continumg Federal nursing 
of that private corporation. 

Then, on January 3, I introduced House Joint Resolution 50, in 
this session of Congress, wiiich did, I thought, approach the question 
in a most conservative way. I understand there has been some dis- 
cussion of House Joint Resolution 50 bj^ the trustees of Penn Central 
in which it has been described as the extremist of the bills, but House 
Joint Re.solution 50 is, in mv opinion, the conservative way to afford 
an alternative. House Joint tlesolution 50 has never called for manda- 
tory creation of a Federal corijoration to operate Penn Central. It 
woidd merely make that option available to the Govermnent. 

The bill is: 
To provide for the continued operation of the transportation properties owned 

or oiieriited by Penn Central Transportation Co. to protect the security interests 
of the United States in .such properties and to provide the payment of jast and 
reasonable compensation therefor. 

(307) 
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After its "whereas" clauses, it provides that: 
There is hereby established a Commission on Railroad Transportation in the 

Northeast. The ^cretary of Transportation shall serve ex-officio, as chairman of 
the Commission. There will be six other members of the Commission consisting of 
the Chairman of the House Committee on Interstate and Foreign Commerce and 
two members of that eo(amitt«e designated by such chairman and the Chairman 
of the Senate Committee on Commerce and two members of that committee 
designated by such cliairman, and no member of the Commission shall receive 
additional compensation, et cetera. 

Then it provides: 
It shall be the duty of the Commission on Railroad Transportation in the 

Northeast to keep it«elf closely informed on all developments in the Matter of 
Penn Central Trajisportation Co. and whenever the Commission finds there is 
no reasonable proapect of achieving a traditional income based reorganization of 
Penn Central, this shall trigger creation of a Federal corporation known as the 
Northeast Transportation Authority, the Secretary of Transportation to serve as 
«x-ofBcio chairman of the board of directors and four additional directors to be 
appointed. 

Now, it seemed to me at the time of the introduction of the prede- 
cessor bill in the last Congress and the introduction of this bill in this 
Congress, that it was absolutely essential for the United States to put 
itself in the position of exercising the option of operating the railroad 
through a Federal corporation. Now, I know that since then there 
have been several other suggestions, as, for instance, the Hartke 
approach, which I believe is also in the Adams bill, which would, in 
effect, take over the roadbed and lease it to a private corporation. 
But it seems to me that it is absolutely essential to give the United 
States the reach to do what this bill calls for. This bill does not mandate 
the taking over of Penn Central at any time, but it gives that reach 
and that ability to the United States. 

I think the key language in the bill is stated in section 11 at the end 
of page 8, beginning on line 25. 

The primary ob ective of the Northeast Transportation Authority shall be to 
assure the public the most economic attractive, safe, and aseful railroad transpor- 
tation service that can be furnished while maintaining rates of pay, rules and work- 
ing conditions for employees at a level not less than that prevailing in the railroad 
industry in the United States. 

It does not assure any greater protection of employees than that 
which Is negotiated between railway management and railway labor 
elsewhere, but it does absolutely require that the public interest be 

Now, I would like to say here that one reason why I tliink that ap- 
proach should be available as a viable alternative is because it dis- 
turbs me a great deal in a time when highways are being overloaded, at 
a time when pollution of the air is running at a great rate, at a time 
when property for right-of-way is becoming more difficult to obtain, 
that there is talk today of abandoning a great amount of right-of-way, 
s great amount of access to the cities and towns of the East, and to 
throw all of that load on the present highway system. It seems to me 
that this country has gone hog wild on tne proposition of hauling both 
people and freight m relatively small units and that there has to be 
an end to this trend at some \K>ml; and I think that there is a public 
concern about this question, not just a question of what constitutes a 
viable going private corporation operating railroad. We miglit as well 
face the proposition that today there is no transportation system that 
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operates as a laissez fake operation in the pure Adam Smith sense. 
The trucks have their roadbe:! furnished to them. Of course, the}' con- 
tribute to the i>ayment for that roadbed, but, m addition, pei-son.^ 
driving on city streets who may never get on a highwaj' help contribute 
to the cost of building that right-of-way. 

We i)ut up money for water transjiortation because wo think it is 
publicly desirable to have certain alternatives, to create a manner in 
w hich the most effective means of hauling the Nation's goods can be 
chosen from several different sources rather than tolerating mono|K)ly 
in one mode of movement of goods. We, of course, heavily subsidize 
airlines, as every member of this committee certainly knows. All of 
the.-)e matters are so familiar to this subcommittee under whose juris- 
diction they fall tliat it is clear, I thhik, to all of you that the over- 
riding question with respect to transiiortation is not a question of 
reconstituting in the transportation field competitive, ty|)ical laissez 
faire business, but rather providing the necessary service for the 
people of the Nation. 

Now, in proposing this bill, I have not suggested that all of the 
railroads in the Nortlieast be drawn into this plan. As a matter of fact, 
I would not favor it. I think there probably should be some flexibility 
giving the Board the authority to extend the same acquisition autlior- 
ity to other railroads in a like position with Penn Central. I do not, for 
a moment, believe that the United States should establish a national 
railroad system owned by the United States and operated exclusiveh' 
by it. I do not even advocate that that be done in the Northeast. 

But I do advocate that the United States, at a time when its chips 
are down, not merely subsidize a private corporation making its own 
private policy determination, but that the United States, when it 
puts money behind such a transportation system, also have authority 
to run it, also have authority to utilize it as a yardstick, so that the 
agencies of Government which regulate transportation will have a 
means of being engaged actively and directly in the business to an 
extent where they know something about it. 

I think it is extremely unportant that Government, through its 
regulatory agencies, have some of the same type of expertise that 
exists on the side of those whom they regulate. It seems to me this is an 
excellent opportunity to achieve that end and at the same time pro- 
tect the public interest in Northeast railroad transportation. 

I envisage such a corporation as not unlike the Tennessee Valley 
Authority and the similar power authority for the Columbia Valley 
as respect the power industry at large in the United States Though 
there was a time shortly after the creation of those agencies in the 
New Deal that private business pointed these out as dangerous move- 
ments toward socialism, certainly they have not encompassed and 
covered anything like the majority of power production in the United 
States, but these authorities, plus the REA, have afforded a kind of 
expertise in the area of power, that it seems to me could be afforded 
by creation of a system of the type that is suggested in H.J. Res. 50 
with respect to railroads. 

NoWj 1 do not propose this bill as anything like a definitive and final 
legislative mechanism for accomplishing the end advocated here. I do 
not present it as one which should be adopted to the exclusion of other 
proposals before this subcommittee. I respectfully suggest that this 
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subcommittee consider this bill and other bills, looking towanl tbe 
creation of such a yardstick corporation. 

I think the committee for their patient hearing of my vTenv on thi'S 
subject. 

Mr. J.\RMAX. We appreciate your being with us to help make the 
record on this subject and your bill will certainly be one of the major 
considerations as we work on this problem. 

Mr. EcKHARDT. Thank you, Mr. Chairman. 
Mr. JARMAN. Mr. Dingell. 
Mr. DiXGELL. I woulcflike to commend him for his usual excellent 

presentation and his comments have been most helpful to us. His bill 
is most carefully thought out and in fact, I join in the sponsorship. 
It is a most admirable presentation. 

Mr. ElcKHARDT. Thank you very much, Mr. Dingell, for an overly 
fenerous assessment of my statement and for your joining me in 

ringing this bill to the House. 
Mr. JARMAX. Mr. Har\-ey. 
Mr. HARVEY. Thank you, Mr. Chairman. 
We also welcome our friend from Texas here. He always gives a 

thorough, thoughtful presentation and this mdeed was a very thought- 
ful one on a very difficult subject matter as well. 

I notice that vour bill has open ended authorization both for 
creation and sta&ng of the authority and for the conduct of the 
railroad operation by the authority. Can you give us a suggested 
cost figure? 

Mr. EcKH.A^RDT. Well, the difficulty in getting a figure there was 
that this bill, as }'ou know, was intrmluced in the last session as a 
standby authority. Having been introduced on, I believe the first 
day of his session, it was again in the nature of standby authority. 
The question is whether or not the creation of a corporation to actually 
run Penn Central would be triggered. If it were triggered, of course 
the costs would be quite large. It would be somewhere in the neighbor- 
hood of, for instance, the cost of highway construction for 3 years. 
I don't think it is so inordinatel)- Targe, considering aid to other 
modes of transportation and considering that we are talkuig here 
about capital investment. 

Mr. HARVEY. What figure are you talking about? 
Mr. EcKHARDT. I understand this committee as heard figures around 

$10 to $14 billion. 
Mr. HARVEY. That is for all of the capital assets? 
Mr. EcKHARDT. That is right. Of course, that is not envisaged in 

this bill unless all of the capital assets have to do with operation of 
the railroad. The bill says that if the process of purchasing the rail- 
road is triggered, then the first thing the Government does is de- 
termine what it tlesires to take over as necessary to the operation of 
the railroad. I think those figures would be the outside figures, but I 
simply throw them out as something to indicate a ball park figure if 
the processes of the bill were ultimately triggered. 

Mr. Di.NGELL. Will you yield? 
Mr. HARVEY. Yes. 
Mr. DINGELL. This particular member of this particular committee 

takes that particular figure of $10 to $14 billion with a grain of salt. 
Mr. EcKHARDT. I was merely using the widest analj-sis of the matter. 
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Mr. HARVEY. What figure did you have in mind for creation and 
staffing of the authority? I note you had not named a figure for (hat 
in the bill. 

Mr. EcKHARDT. Yes; that is in there and I frankly do not have a 
figure. I think that would have to be something that would como 
from agencies of the executive department that could give us some 
mejisure from other operations of other agencies of the same nature. 

Mr. HARVEY. I thank you, Mr. Chairman, and my colleague. 
Mr. JARMAN. Mr. Metcalfe. 
Mr. METCALFE. Thank you, Mr. Chairman. 
I want to commend my distinguished colleague for his most pro- 

found presentation, which he has always been capable of evidencing. 
I am very much impressed with his jiresentation. 

I do need some revealing clarification. Congressman Eckhardt. 
As I imderstand your first i)roposal that there would be a Northeast 

Transportation Commission composed of two members appointed by 
the Commerce Committee of the House and two members proi)osed 
by the Commerce Committee of the Senate and as I recall, you said 
the other member would be the Secretary of Transportation; right? 

Mr. ECKHARDT. Yes; that is tiie source of the api)ointments. 
Mr. METCALFE. WTiat would be their responsibility? 
Mr. ECKHARDT. Their responsibility would be a policymaking 

responsibility to determine whether or not the process of creating the 
Federal corporation would be triggered. 

Mr. METCALFE. All right, now then, if they decide that the Federal 
Transportation Authority should be established, would you again 
reveal who would com])romise this Federal Authority? 

Mr. ECKHARDT. NOW that would be a different grouj) because it 
would have a different objective. It would be totally administrative. 
The first groui) is really a policy group with its relation, well, I mean it 
is related to the kind of thing our committee does on this side ancl the 
comparable Senate committee does on the other side. Also, it seemed 
to me in making that policy it would be very important to have tlie 
Secretary of Transportation as the e.x officio chairman of such com- 
mission. But, of course, i)ersons of this nature are going to be con- 
cerned with their ongoing policy duties and it would oe, 1 think, very 
inappropriate to put them in executive positions. 

VVlien the Federal corporation, called the Northeast Transjiortation 
Authority, should go into effect, if it did go into effect, you would use 
the Secretary of Iransportation, as, again, the ex officio chairman, 
which gives a certain continuity, and the Board of Directors of the 
Northeast Transportation Authority would consist of four additional 
directors to be appointed by the President. There is no restriction on 
the President with respect to that appointment. 

Mr. METCALFE. And the Transportation Authority may decide to 
take over the railroads; is that your proposal? 

Mr. ECKHARDT. Well, if it goes into effect, the decision has already 
been made by the Commission on Railroad Transportation m the 
Northeast to do so. I think it might help the bill if a certain degree of 
discretion with respect to the extent of taking over certain properties 
in accordance with a schedule were given to the Board and also 
perhaps a certain discretion wnth respect to otlier railroads in like 
condition, which would make it somewhat approach the Podell bill, 
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Mr. PoDELL. Will you yield? 
Mr. METCALFE. Yes, I yield. 
Mr. PoDELL. Your bill restricts itself to the Peim Central, does it 

not? 
Mr. EcKHARDT. That is correct. 
Mr. PooELL. Which is the major difference between yourselves and 

the one I introduced, H.R. 7373? 
Mr. EcKHARDT. Yes, sir. 
Mr. PoDELL. Yesterday there was testimony here that the cost of 

acciuiring the properties of the Penn Central alone would be between 
SIO and $14 billion. Do you have any comment to make on that? 

Mr. EcKKARDT. Well, I rather agree with Mr. Dingell, who savs he 
takes that with a grain of salt, which would also range in the billions. 

Mr. PoDEH,. I accept that same grain of salt, by the way. 
Mr. EcKHARDT. But even assuming it did cost that, that would be 

about in the neighborhood of our expenditures on highwaj' construc- 
tion for, say, 3 years. I mean, we are talking about a capital invest- 
ment here. We are talking about something that is a payment for the 
acquisition of capital property. Of course, that is an impressively 
large figure, but when we consider how much over a period of time we 
subsidize other modes of transportation, the figure even at that 
perhaps exaggerated level, though impressive, is not shocking. 

Mr. PoDELL. Would you have any objection to considering the 
e.xpansion of the language of your bill mto the entire Northeast cor- 
ridor, which would bring it more in keeping with mine? 

Mr. EcKHARDT. No, 1 think, as I suggested a little earlier, it seems 
to me there should be discretion in the Board to expand it. I would 
not, however, favor taking over all railroads in the Northeast cor- 
ridor. I am concerned with those in like circumstances with the Penn 
Central. 

I feel that there has been the best experience "with respect to the 
railroad situation, that it probably has been that of Canada, with 
private enterprise running alongside governmental enterprise. But I 
don't ask for that much. I don't think we need that much in this 
country. 

After all, most of the railroad operations in this country are not at 
all in the same situation as those tj'^pically existing in the Northeast. 
And the "chuckout" of a private enterprise operating on a workable 
basis for an entirely new system unexplored and unimproved, it seems 
to me, would be a mistake. 

Mr. PoDELL. If 3^ou will yield further, Mr. Metcalfe, are you con- 
vinced in your mind if we were to give to the Penn Central $500 mil- 
lion or $800 million or $1 billion in the next few years, there is no 

Eossible way that they could make a viable railroad work on a profita- 
le basis? 
Mr. EcKHARDT. Not without undercutting service and standards of 

wages and working conditions. 
Mr. PoDELL. Thank you, sir, and thank you, Mr. Metcalfe. 
Mr. METCALFE. Congressman Eckhardt, traditionallj'^ one of the 

problems with the railroads, with the exception of the last bill we had 
where there was mutual agreement, has been the question of agree- 
ment between management and labor. Does Resolution 50 go to the 
question as to pension rights and to the cost of operating the railroad 
itself? 
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Mr. EcKHARDT. Yes, it does and that I think is contained in the 
language that I read to the subcommittee on pages 8 and 9. It is a 
condition that it shall be run as an attractive, safe, and useful trans- 
portation authority while maintaining rates of pav, rules and working 
conditions for employees at a level not less than tKat prevailing in the 
railroad industry m "the United States. 

Since this would be envisaged as a governmental corporation, the 
pla}' of negotiation might not be as free as that which exists in industry 
generally, so vou would have a reverse yanlstick here. You would 
establish conditions on that railroad which would reflect those that 
exist in others which were not under governmental control. I think 
that is the only way vou could do it and at the same time use the 
railroad as a vardsticlc, because, of course, if you operated it quite 
differently witli respect to its wages and working conditions, it would 
hardly measure what might be done by private enterprise. 

Besides that, there is a question of fairness and equity. The govern- 
mental railroads should have the same burdens with respect to working 
conditions as private industry'. It should not be put in a position to 
unfairh' compete, for instance, with those northeastern railroads which 
would remain in private hands. 

Mr. METCALFE. I thank the gentleman for answering my questions 
and I yield back the balance of my time, Mr. Chairman. 

Mr. JARMAN. Mr. Shoup. 
Mr. SHO^Tp. Thank you, Mr. Chairman. ' 
Mr. Eckhardt, I would like to compliment you—and I am sorry I 

realize most everybody else has already used the complimentary 
words—but I am down the line somewhat. 

Mr. ECKHARDT. The wntness always enjoys such comments. 
Mr. SHOUP. I can't think of any rejoinder, but I might point out 

3'ou stated something that perhaps we neglected to point out on the 
committee. Our prime responsibility is to insure transportation service 
to the Nation and, secondarily, of course, the economics of j)rivate 
enterprise, but our prime responsibility and the reason we are here is 
to provide transportation ser\4ce, not to provide guaranteed profits 
to any private enterprise. 

But may I follow through so I have your bill in mind, or exactly 
what it does, because I have some questions as to legality. As I umler- 
stand your bill this commission shall be set up and at any time this 
commission determines that Penn Central cannot continue to operate, 
that it may just arbitrarily say, we now assume ownership, is this 
correct? I think that is stated on page 5. 

Mr. ECKHARDT. Well, they may determine on their own whether or 
not this action shoukl be triggered, but if they do take this action, 
then the acquisition of the properties of the railroad would be sub- 
stantially the same as those involved in eminent domain procedure. 
They could not arbitrarily set its price. 

Mr. SHOUP. My question is this: In section 5, and this starts at the 
bottom of page 4 and goes to the top of page 5, in the last part of the 
sentence it says, when they speak of that property, which is used or 
useful in conduct of transportation, shall become the property of the 
United States, and the bill states that the transfer of ownership comes 
first and then they start negotiating on price. Isn't this the cart before 
the horse comparing it to the process of eminent domain? 
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Mr. EcKHARDT. Well, perhaps, but I guess that is about what you 
do in eminent domain anyway. What you do is get a declaration that 
the Government is going to take a piece of property and then you 
bring action in court in which the price of that property is established. 

Mr. SHOUP. Would you find that the rules of eminent domain would 
not or could not be applied in such cases as this rather than sajnng or 
setting up new modes of operation? 

Mr. EcKHARDT. Well, I don't know. I think that question ought to 
be considered. It is true that what has been done here in order to pre- 
vent any disruption of the continuing operation Is to provide for an 
immediate transfer. What wo would hate to see is a situation in which 
the court, holding the property under bankruptcy proceedings, would 
have to declare an ordinary bankruptcy sale and then the Government 
would come in and buy, not a going railroad, but the properties of a 
dissolved railroad. 

That is the real problem involved here. That Ls the reason a little 
different procedure needs to be established, I think. 

Mr. SHOUP. May I ask you then, if the Government would come in 
and file today, prior to July 2, if I may say, which is the deadline they 
have for providing a plan to the court, bankruptcy court, if they 
would file eminent domam proceedings, would this not preclude just 
what you are speaking of, that is, buying bankruptcy property? 

Mr. EcKHARDT. No, I don't think so, because in the meantime the 
court is operating under the bankruptcy Act. Really, what this is, is a 
reorganization at the present time. 

Mr. SHOUP. Would you explain this? 
Mr. EcKHARDT. First, if the reorganization does not ultimately 

work, the court would have authority to sell the property and distribute 
the proceeds to those who were creditors and idtimately, if any were 
left, and I doubt there would be much, to the owners of the stock. It 
would seem to me that if you permitted, or if you only provided 
authority to condemn and purchase the railroads, you would not stay 
or stop the ordinary processes of the bankruptcj' court. 

Mr. SHOUP. Does this? 
Mr. EcKHARDT. I think it would. I think the Commissicn could 

immediately take the properties, but in takmg the properties, it would 
not escape the responsibility under section 7, which provides that "The 
trustees of Penn Central Transportation Co. shall be entitled, at any 
time before agreement to section 6 of this act becomes binding, to bring 
suit in the U.S. Court of Claims and to recover from the United States 
for the bankruptcy estate of the debtor the just and reasonable com- 
pensation," et cetera. 

Mr. PoDELL. Will you j'ield? 
Mr. SHOUP. I yield. 
Mr. PoDELL. Mr. Eckliardt, if the court decides to liquidate the 

estate, the estate will be sold at what is deemed to be its fair market 
value at that time in a taking or in an eminent domain proceeding, 
and the amount of money that is paid to the estate would be, again, 
nothing more or less than what is deemed to be the fair market value 
of the property. The value which woidd have to be adjudged is by the 
proceeding, so certainly it would yield to the estate no more, no less 
than that it would have gotten under any proceeding. The fact of the 
matter is the estate has a certain value and the value is probably 
zero when the first creditors come in and have their satisfaction; 
there is nothing left. 



316 

Mr. EcKHARDT. Of course, the value at the present is pretty great. 
Mr. PoDELL. That is true, but it is not the vahie to the creditors 

that the eminent domain proceeding would be establishing, it is the 
value of the estate. 

Mr. EcKHARDT. Well, I tliink what you are trjing to protect is all 
property interests in the railroad and if you don't protect them, you 
don't comport with the constitutional guarantees. I tliink jou are 
basically absolutely coirect, and that is that whether you seize it 
now and then give the claim in court, or whether you declare you are 
p:oing to seize it, bring action to acquire the property and get it later, 
m either case you are paying for the value of the property at that time. 

Only one exception there I would make is that it is possible that 
the value of the operating railroad is greater than that of the railroad 
after it has been liquidated. 

It is not necessarily true in this case, but at least it is possible. The 
value, though, of proceeding this way, while not hurting the creditors 
or the owners, has the advantage of assuring there will be a continuity 
of operation. That is the reason for doing it a little differently than an 
ordinary eminent domain proceeding. What I suggested to Mr. 
Shoup is there may possibly be a waj'^ to fashion more traditional 
procedures of eminent domain that would be just as good as this. I 
would certainly have no objection to that. 

Mr. PoDELL. If you will yield further, I think from a strictly 
business point of view, speaking as the Government, the appropriate 
thing would be to let them fall bj' "buy-in" at the sale and continue 
to run the railroad and certainly we could expect that the Government 
would have other consideration at this time, which is perhaps in 
taking that there might be some higher value placed, but in either 
event the rights of the estate are the same. 

I think it wouldn't make any difference, because the stockholders 
will not wind up with a penny, and they don't deserve it either. 

Mr. EcKHARDT. As a practical proposition, what would happen, it 
seems to me, is that the Commission would say that "We are about to 
make this decision, we can find no other answer." In the meantime, 
they would be negotiating \\ith the trustees in bankruptcy as to the 
cost of the railroad. I mean you don't necessarily have to let the ham- 
mer drop. The important thing is that the Government has a viable 
bargaining position because it has an authority and a process by 
which it is taken. I don't think you have to wait until the thing is on 
the auction block for the Government to come in and get the best 
price. 

As a matter of fact, I would assume the Government ought to be 
able to get a pretty good price right now, I think they are in a pretty 
good bargaining position if they had a mechanism with which to buy. 

Mr. SHOUP. Aly concern is this, whether with this bill they could 
legally preclude the laws of bankruptcy in existence at the present 
time? 

Mr. EcKHARDT. Sure, we can do anything we want to with the laws 
of bankruptcy so long as we don't \-iolate the Constitution. 

Mr. SHOUP. If you can do that, I wonder if it is necessarj' to spell it 
out in the bill rather than to just do it in this manner. 

Mr. EcKHARDT. Yes, I see what you are talking about, that you 
feel that the language sounds harsh in saj'ing the Government will 
step in and take over. This was my concern, too, when the language 
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was originally drafted. But when you read in the next sentence tliat 
those who own it have a right to come in court and demand all that it 
is entitled to, as to its worth, it seems to me that harshness is immedi- 
ately ameliorated by the process involved. 

Mr. SHOUP. Going on further in the bill, you get the Government 
situation, that the Government takes over and they purchase it and 
adjust the mutual costs and now we have a commission operating the 
Penn Central Railroad, they become an operating companj'. In the 
bill, unless I missed it someplace, this is forever? 

Mr. EcKHARDT. Yes, sir. 
Mr. SHOUP. Once we are in there, there is no mechanism, no direc- 

tion in which they should attempt to move it back into private enter- 
pri.se? 

Mr. EcKHAKDT. No, sir. 
Mr. SHOUP. SO this becomes then a mininationalization, the first 

step of nationalization of our rail sj^stem? 
Mr. EcKHARDT. I hope not. I don't intend it to be. 
Mr. SHOUP. YOU said there should be written up in the bill, if this 

happens in some other area, not only in the Northeast, but any place, 
that the Government can step in and take over the same way. 

Mr. EcKHARDT. I had not written it that way. I was suggesting 
that it might be desirable because of many other situations in the 
Northeast that seem indistinguishable. But your point in your 
argument might militate against broadening the bill. I don't want 
it to be something that will eventually eat up the railroad systems 
piece by piece when any particular railroad gets into a "broke" 
situation. 

I would think that in many instances the best thing to do is let it 
be liquidated. That is, let it be bought by other railroads. 

Mr. SHOUP. Well, I am wondering, would you have any objection 
in your bill if something was written where a mechanism shows that a 
government can get out from nmning a railroad? 

I have not seen too many examples when the Government gets into 
private enterprise that they have been particularly successful. 

Mr. EcKHAKDT. I would suggest this, I don't think if the Govern- 
ment gets into it, it is going to get out. 

Mr. SHOUP. Unless it is so directed? 
Mr. EcKHARDT. Yes; but I really don't think it ought to be so 

directed because of the situation that exists in Penn Central and some 
of the eastern raUroads. We might as well face it, the thing that has 
made railroads—well, that has been a benefit to the South was what 
was intended to be a deficit to the South after the Civil War. The 
great expansion of the railroads was right after the Civil War when 
railroad traffic was the major traffic, practically the only fast traffic 
across the land. 

So what happened is that the North got the great benefits of supply- 
ing its mill towns, no matter where located, with railroad trackage, 
whereas in my State of Texas you don't find railroads going to any- 
]i]ace except from Fort Worth and Dallas and through the central 
corridor and to Houston and San Antonio. The whole West is unserved, 
areas as big as five States in New England are virtually without rail- 
road traffic. 

What I am sa>nng is that this ultimately became a benefit to the 
southern and western railroads because they did not have to maintain 
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this now unprofitable trackage. But I do not join with those who say 
you ought to just take out tnese tracks to the old mill towTis. If you 
do so, you are not just putting a burden of truck traffic on the parallel 
road lines to those mill towns. You are also putting truck traffic on 
the whole system of highways in the United States which feed those 
lines, because if you cut off the end of this transportation distribution 
system, you also cut it off right to its stem and you dump that load 
on the highway system. 

I think, even though that may now appear uneconomic, it would be 
a bad mistake to move toward more traffic on the highways, because 
I think that most of those spurs, most of those lines, should be main- 
tained and should be used, but if they are, it is going to be extremely 
difficult to operate a northeast system on the same profitmaking basis 
as is done in the South and West. 

Mr. SHOUP. Thank you, Mr. Chairman, no other questions. 
Mr. J.MiMAN. Mr. Adams? 
Mr. ADAMS. I have three brief questions and it is nice to have you 

here this morning, Bob. First, under your bill, the employees would 
become Government emplojees? 

Mr. EcKHARDT. Yes, sir. 
Mr. ADAMS. The second question is that you have not provided in 

your bill for the necessary operating subsidy which testimony before 
us indicated $175 to $200 nuUion a year for the Penn Central alone; 
do you intend, if you nationalize it, to provide an annual operating 
subsidy to pay for the deficit? 

Mr. EcKHARDT. Well, I have provided in the bill that the obliga- 
tions of Penn Central should be passed to the Northeast Transporta- 
tion Authority and I have also provided in the bill that the conditions 
of service should be kept up to a certam level, that it should be made 
profitable to the e.\tent it can be, but guaranteeing to the employees 
comparable pay with that of other railroads. 

So I suppose that would become a necessary essential if this bill 
were passed. 

Mr. ADAMS. I just didn't see an authorizing section for appropria- 
tions to pay the cost every year. But this authorization should be in 
it, if you are going to do it, correct? 

Mr. ECKHARDT. Well, the difficulty in doing that is that the bill 
does not predetermine that the railroad w ill be tixken over. It makes it 
an option. I see nothing wrong though \vith putting it in there as a 
conditional matter and perhaps it should be. 

Mr. ADAMS. My third and last question is this. I assume under 
your bill, imder section 5, that you would take all property of the 
Penn Central, not just some designated essential system, so you are 
going to both condenm and continue to operate everything up there 
for an indefinite future? 

Mr. ECKHARDT. That is right, I think that is the way it differs from 
the Adams and Hartke bill and it goes to the question of roadbed, 
does it not? 

Mr. ADAMS. That bill goes to the question of roadbed and we have 
another proposal going to the ciuestion of essential rail services as 
opposed to all properties presently being operated. 

Air. ECKHARDT. It is possible the two approaches would not be too 
far apart and it is possible that it would not be, or that the acquisition 
aa part of the railroad would be the more desirable and more cautious 
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way to move. The only (Hfficultj^ I have with it perhaps can be taken 
care of with language. I would not like to see a sort of left-handed 
subsidy given to the railroad by the Government taking over that 
which needs to have a great deal of money expended upon it, et cetera, 
without at the same time giving the Government a considerably 
enlarged poHcj' authority. 

Now, it may be that ultimately the two ideas could almost com- 
pletely merge, because I think my objections to the bill, as I under- 
stand it, to the Hartke bill, would be that it just seems to me that at 
some point the Government is going to have to turn to policy as well 
as picking up some of the costs. I don't see that that is precluded in 
the approach of either the Hartke bill or yours. 

Mr. ADAMS. Thank you, Mr. Chairman. 
Mr. JARMAN. Mr. Podell. 
Mr. PODELL. I just would like to get the figures of the annual 

operating deficit of the Penn Central. 
Mr. ADAMS. If two gentlemen will vield, they testified yesterday 

to $135 million on one basis plus $65 million more if you began to pay 
taxes or lease payments. 

Mr. PODELL. Does anj'one have familiarity with the total cost of 
the annual debt service of the Penn Central? 

Mr. ADAMS. If the gentleman will yield, we asked them to su])i)ly 
us with that yesterday, but at the present time, as you probably know, 
they are not pa\ang either taxes or portions of their debt service under 
the Bankruptcy Act. 

Mr. PODELL. I was referring to their nimual general debt service 
that operates under the railroads. It is quite po.ssible, in connection 
with subsidj' payments that the gentleman from Washington men- 
tioned earlier, that once the Government takes over this railroad 
without the need for that type of debt service, r^rtainlv it would bo 
tax-free in the same manner and certainlj- with the kind of tight 
control that could be exercised or should be, perhaps this railroad can 
operate at a slight deficit or even break even; it is possible to hapi)en 
and I just throw it out as a thought to the gentleman, it is not really a 
question. 

Mr. ADAMS. I am through, Mr. Chairman. Thank j'ou also very 
much. 

Mr. JARMAN. Mr. Dingell. 
Mr. DINGELL. I would ask you one question. I am concerned here, 

Mr. Eckhardt, about one matter. That is, under the legislation that 
you offer, there is the question of the value at which the railroad 
properties, the property, the corpus and so forth, would be taken. Do 
you contemplate this to be the book value, the fair market value, the 
appraised price, or the distress sales price as part of the bankruptcee's 
estate? 

Mr. ECKHARDT. Frauklv 1 don't know and I didn't specify in the 
bill becau.se I think it is really a question of satisfj-ine the constitutional 
requirements. I suppose the court would have to detemiine that in a 
proceeding provided here. 

Mr. DINGELL. It has been my experience that the courts alwavs 
tend to fix a rather high ])rice and we had a situation where we recently 
got rid of Mr. Chalk here in the District of Columbia, as you recall, 
and at tliat point w^e tried to eliminate the requirement tiiat we pay 
the value as a going concern, but the price that the taxpaj-ers ultimately 
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paid to take over those particular facilities was rather higher than the 
price of just the equipment and facilities, not as a going concern, which 
I think was really the Congress' intention in this particular matter. 

I am troubled as to which test we should apply, whether we should 
consider them as a going concern, which obviously a bankrupt rail- 
road is not, or pay the value of bankrupt facilities alone as items or 
entities or pay the book value which may again be veiy different. 

I have a notion that the book value may be lass in some instances 
and more than that in others you figured. Whether we should pay 
essentially a distress price for the whole of the entity or whether we 
should pay a distress price for some parts of the entity and different 
prices for other parts? This is, I am sure, a rather important question 
for the committee and what is your counsel and advice on the matter? 

Mr. EcKHARDT. I might say this, and this is one reason I think the 
bill ought to be written like H.J. Res. 50 in providing that a govern- 
mental agency will decide whether to buy at all. If we drew an act 
which required the Government to purchase, we would have no 
opportunity to negotiate with the trustees on these various bases and 
be faced with the kind of thing you are suggesting that has happened 
before, that the Government is called upon to take something over 
and then they take it over at what the court may determine, which 
may be the highest price. 

Under this bill the Commission woukl be in a position to negotiate 
with the trustees in the beginning and say, "I^ok, maybe we wall just 
let this property be sold, maybe we will just let the bankruptcy go 
to a dissolution." I think it is a mistake to t«ll the Government 
it has to buy properties and then let them negotiate, so we don't 
do that here. 

But I know I am not answering your question reall^', Mr. Dingell, 
because I don't know which of those would be applied or which should 
properly be applied. I think that is something, though, the committee 
might well want to look into, as to what might be the Government's 
responsibility and to what extent this committee might determine 
the method of determining value, without going beyond constitutional 
authority. 

Mr. DINGELL. Thank you ver\- much and thank you, Mr. Chairman. 
Mr. JARMAN. If there are no further questions, Bob, we appreciate 

your being with us. 
Mr. EcKHARDT. Thank you very much, Mr. Chairman. 
Mr. JAKMAN. The Chair understands that the Honorable James M. 

Hanley, of New York, wishes to present a statement for the record. 
Please come forward, Mr. Hanley, and proceed as you see fit. 

STATEMENT OF HON. JAMES M. HANLEY, A EEPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 

Mr. HANLEY. Mr. Chairman, to halt the deterioration of rail service, 
the erosion of the debtoi-s estate and to revitalize and maintain the 
bankrupt railroads as private, i)rofit oriented companies, I have 
a.ssimilated various as))ects of the major jjroposals into what I consider 
a reasonable and effective solution to the northeastern railroad crisis. 

The main element of the plan would be the creation of a northeastern 
railroad corj)oration that initially would be not-for-profit but even- 
tually self-sustaining. The NRC would begin operation immediately 
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upon approval by Congress of a core system develoi^ed by the ICC 
to be designated within 6 months of a northeastern reorganization 
plan. During that time the railroads would operate under Government 
guaranteed loans and once the NRC begins operations the railroads 
would not be charged for the first year of operations. Thereafter, 
Congress, upon NRC recommendations would determine rates. 

Duties of the NRC would be to operate all trackage and freight 
yards in the core system, begin an immediate program to upgrade 
tracks and yards and o|)crate the scheduling of all trains to nm over 
the system. The trains themselves, cxce])t for switching engines, would 
still be maintained and crewed by the railroads themselves, but rolling 
stock and engines could be freelv swapped by the comi^anies to 
facilitate rapid shipments. The different scheduling SA-stems of all 
six bankrupt railroads and Amtrak should be completely integrated 
before operations start to make for rapid shipjjing. 

Financing for the system would be provided for by a 1-percent tax 
on all surface modes of traus|)ortation, and by additional budget 
ret^uests if necessary. Due to the poor condition of much of the track 
to be acquired and the cost of upgrading it, the purcha.se price of the 
core system should be made at minimum cost to the taxpayer. Pur- 
chase of the core system would be through self-retiring Government- 
guaranteed loans. 

Any job terminations under this plan should not be affected without 
arranging full compensation for those invohed. All employees trans- 
ferred to the NRC should not have to suffer a cut in wages. Since NRC 
will be carrying out a full scale effort at track upgrading they should 
enter into talks with the unions to aiTange for employees that might 
have to be terminated to be switched over to rei)airing trackage. 
Repairs and upgrading should be done by the NRC using its own 
labor force rather than contracting the jobs out. 

The problem of abandonments could be solved by the creation of a 
northeast transjjoration commission. This commission, wiiich would 
include heavy representation by local and State units as well as the 
various government agencies involved, would determine which lines 
would receive a 60/40 Federal Government-State, State-local, busi- 
ness subsid3^ The higher rate of State-local subsidizing than generally 
proposed is designed to discourage subsidizing lines that should be 
abandoned. Other duties of the commission would be to decide which 
abandoned lines should have their right-of-wav maintained, and the 
commission would also study regulatory reform and recommend 
legislation in this area to State, local, and Federal Governments. 
Lines would be subsidized for a period of 2 years, after wliich the 
line could be subsidized for 1 further year, but only if the State, local, 
business contribution was raised to 70 |)ercent. 

The Northeastern Corridor, of vital imjiortance to the successful 
operation of Amtrak should be taken over and run by the NRC. 
However, due to the expense of acquiring the corridor, the NRC 
should lease the line for 3 years and then purchase the right-of-way 
minus the cost of impro\'emeut3. This would keep Amtrak out of 
involvement in the freight business, which Congress has already 
indicated as not being one of Amtrak's duties. 

Finally, it is my belief that the future makeup and size of the 
bankru|)t railroads in the northeast must be left to the determination 
of the bankruptcy courts. It is hoped they will create organizations 
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that will relieve the northeast from its overdependence on one com])any 
for the bulk of its freight. Also, Congress should bear in mind the 
lessons of the bankruptcy of the Penn Central and do everything in 
its power to remind the railroads that the business of a railroad is to 
run the railroad and not to operate it as a source of capital for other 
corporate projects. 

Mr. JARJMAN. Thank you, Mr. Hanley, for sharing j'our views with 
us this morning. 

Mr. HANLEV. Thank you, Mr. Chairman, for affording me the 
opportunity. 

Mr. JARMAN. Our next witness this morning is John F. Nash, 
trustee and chief operating officer of the Lehigh Valley Railroad Co. 

STATEMENT OF JOHN F. NASH, TRUSTEE AND CHIEF OPERATING 
OFFICER, LEHIGH VALLEY RAILROAD CO.; ACCOMPANIED BY 
THOMAS J. SMITH, ADMINISTRATIVE VICE PRESIDENT 

Mr. NASH. Good morning, gentlemen. 
Mr. JARMAN. Mr. Nash, it is nice to have you with us. 
Mr. NASH. Mr. Chairman and gentlemen, I have a brief statement 

and with your permission I would like to read it. I think it will cover a 
lot of pertinent facts relating to our particular problem. 

Mr. JARMAN. We wall be glad to hear you. 
Mr. NASH. My name is John F. Nash. I reside in Bethlehem, Pa. I 

started my railroad career with the New York Central in 1925. In 
December 1955,1 was elected president of the Pittsburgh & Lake Erie. 
In June 1956, I was appointed vi(;e president, operations of the New 
York Central System, including responsibility for all aspects of 
operations including engineering, maintenance of way and mainte- 
nance of equipment. I was ai)pointed senior vice president of the New 
York Central in June 1963, and president of the Lehigh Valley 
Railroad Co. on Nov^ember 1, 1965. 

The Lehigh Valley filed for reorganization under section 77 of the 
Bankruptcy Act on July 24, 1970. I was appointed tnistee and chief 
operating officer on August 12, 1970. The other trustee of the Ijehigh 
Valley is Robert C. Haldeman. 

The Lehigh Valley extends from the metropolitan New York-New 
Jersey area to Buffalo and Niagara Falls, N.Y. It is comprised of 
1,237 miles of main line track, 866 miles of branch line track, for a total 
of 2,103 miles of track. 

At Buffalo, Lehigh Valley interchanges traffic with the Norfolk & 
Western, Baltimore & Ohio, Penn Central, and Erie Lackawaima; at 
Niagara Falls interchange is with the Chesapeake & Ohio, Canadian 
National, and Penn Central. Primary routes are: 

1. Buffalo to New Jersey-New York metropolitan area. 
2. New England via the Dehiware & Hudson at Owego, N.Y., and 

Wilkes-Ban-e, Pa., for termination on Boston & Maine and its lateral 
connections. 

3. To southern New England via the Lehigh & Hudson River 
Railroad. 

4. Lehigh Valley also participates in traffic moving between the 
Northeast and the Southeast, routed via Reading-Baltimore & Ohio. 

Seven hundred and seven industries, generating 130,722 carloads 
annually are dependent upon our company for their transportation 



322 

requirements because they are reached by no other railroad. In 1972 
we moved 346,605 revenue carloads, an increase of 81,945 carloads 
over 1971, and also served as a detour route for Erie Lackawanna 
when its service was interrupted by tropical storm Agnes washouts 
last June. 

Wo have the fastest route to the East. Our mainline is in sound 
condition with authorized speeds of up to 60 miles i)er hour. Lehigh 
Valley has the best situated yard in the New York metropolitan area. 
Clearly, the shippers dependent upon Leliigh Valle}- and the princi|)al 
facilities of Lehigh Valley require consideration in the restructurmg 
of the northeastern railroads. 

In 1962, Pennsylvania Railroad acquired control of Ivchigh Valley 
to prevent its inclusion in competing systems. Wliilo Lehigh Valley 
capital stock is owned 97 percent by Penn Central Transportation Co., 
the Interstate Commerce Commission, in Finance Docket 25949, 
decided February 28, 1972, as follows: 

These facts compel us t« a finding that Jjchigh, operated with trustees inde- 
pendent of tliose of Penn Central and in a separately administered reorganization 
proceeding, may no longer be considered under common control and management 
in a legal sense, with Penn Central. 

It will be helpful for me to describe briefly the conditions which 
led to Lehigh Valley's financial crisis and the steps taken toward 
reorganization. 

The loss of revenues by Lehigh Valley since its profitable operation 
in the 1940's is the result of many factors: 

Anthracite coal contributed $19 million in aimual revenues in the 
1940's. It contributt-d only $2.2 million in 1971. 

Lehigh Valley's interchange traffic with other railroads declined, 
primanly the result of inadequately protective regulatory decisions. 

The merger of Erie Railroad and Delaware, Lackawanna & Western 
Railroad in the fall of 1960 was the first of a series of consolidations 
of eastern railroads which seriously affected the volume of interchange 
traffic. While Lehigh Valley is very dependent upon interchange 
traffic at Buffalo, its major competitors: Penn Central, Erie Lacka- 
wanna, and Chesapeake & Ohio-Baltimore & Ohio systems—are 
striving for their longest haul between the Mississippi River and east 
coast i)oints. As a result of consolidations, they have interchanged 
less and less traffic with lehigh Valley at Buffalo. The protection 
afforded Lehigh Valley in these matters has been illusory. 

In 1965, the Noi-folk & Western acquired the Nickel Plate and 
Waba-sh Railroads which were Lehigh Valley's largest sources of inter- 
line traffic at Buffalo. At the time, the Pennsylvania Railroad through 
its considerable investment in the Norfolk & Western also had a major 
interest in the Wabash. As a result of that merger, the Interstate Com- 
merce Commission became concerned about the concentration of com- 
petitive service provided between Buffalo and New York City by the 
rennsylvania Railroad and its affiliates. Because of the concentration 
of service in the Pennsylvania Railroad family, the Interstate Com- 
merce Commission ordered the Norfolk & Western to refrain from 
soliciting traffic for Penn.sylvania Railroad affihatcd lines, including 
Lehigh Valley. That order resulted in the loss of thousands of carloads 
and piggj'back movements per year by Lehigh Valley. 

The traffic squeeze on the Lehigh Valley became even more acute 
with the merger of the Pennsylvania Railroad and the New York 
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Central in February 1968, and the aSiliatiou of Erie Lackawanna and 
Delaware & Hudson in Dereco, a subsidiary of Norfolk & Western, 
in April 1968. 

As a result, more traffic foi'inerly handled hy Lehi^h Valley was 
diverted. Belatedly recognizing that the exclusion of Lehigh Valley 
from one of the three major eastern rail systems would seriously 
threaten the existence of Lehigh Valley the Interstate Commerce Com- 
mission orderetl the Penn Central, as a condition of the 1968 merger, to 
preserve Lehigh Valley as a viable railroad until it could be included in 
either the Norfolk & Western or the Chesapeake & Ohio-Baltimore & 
Ohio systems. The collapse of Penn Central has prevented it from ful- 
filling this obligation. Penn Central has not routed traffic over Lehigh 
Valley because of its own routes between Buffalo and New York. 

Of course, we also suffer from the impact of competition from com- 
mon carrier and private trucking, particularly those using Interstate 
Highway I-SO, and the increase in waterborne transportation through 
the St. LawTence Seaway. 

Turning now to cures for the persistent deficits of so many eastern 
railroads: 

For years I have spoken out on the duplication of railroad facilities 
and wasteful competition between the carriers in the northeast. The 
time for talking has passed. We must immediately consolidate facilities, 
we must man our trains more efficiently and we must increase produc- 
ti\ity in all areas of employinent. Also, we must have funds to sustain 
operations during the transition. 

When the Central Railroad of New Jersey abandoned its operations 
in the State of Pennsylvania on April 1, 1972, the Lehigh Valley took 
them over to protect the service requirements of the customers for- 
merly served by the Central Railroad of New Jersey. We absorbed 350 
employees of the Central Railroad of New Jersey who otherwise would 
not have had a job. This was a step in the right direction 

Three montlis later, the trustees of the Lehigh Valley filed with our 
reorganization court a preliminary plan looking to the day when we 
could come out of reorganization. One of the requisites in accomplish- 
ing this was our recommendation for immediate consolidation of the 
rauroad facilities of the Lehigh Valley, Reading, and Central Railroad 
of New Jersey. These railroads serve a concentration of industry in the 
metropolitan New York-New Jersey areas which would be seriously 
affected by any stoppage of rail service. Our plan, if implemented, 
indicated a saving of approximately $40 million per year. The result 
would be a consolidated railroad able to stand on its own feet, paying 
taxes, and fostering employment and industrial development. It would 
present a soimd package for eventual inclusion in one of the major 
systems. 

" By February 1973 it had become apparent that voluntarj- associa- 
tion of the vital Central Railroad of New Jersey link in the proposed 
consolidation was inconclusive. In 1972 the Lehigh Valley incurred a 
loss of $17.6 million. Clearly, the trustees had to take action to 
prevent further continued erosion of the estate. We could no longer 
await the evolution of a national transportation policy. Further delay, 
without any foreseeable prospect of viability, would bo an uncon- 
stitutional taking of the creditors' security. 

On March 6, 1973, therefore, we petitioned Judge John P. Fullam, 
for an order ceasing all rail operations of the Lehigh Valley- no later 
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than October 1, 1973. The hearing on that petition will be on June 7, 
1973. Make no mistake about that, unless there is immediate, effective, 
and substantial involvement by the Federal Government, this 
carrier will go out of business after 127 years. 

Traditionally, a reorganization under section 77 has involved the 
recapitalization of a viable but overcapitalized railroad, having net 
eammgs before provision for fixed debt charges. The function of 
section 77 in the case of such a railroad is to permit the continued 
operation of the railroad while providing for a fair and equitable 
adjustment of the creditors' interests by recapitahzation of its debt 
structure and reducing fixed debt charges which exceed the earning 
power of the railroad. 

The mam issue in the present reorganization, by contrast is whether 
Lehigh Valley can be so restructured with any assurance of net 
earnings. I am of the opinion that it cannot without Federal help and 
reduction of costs through consolidation. 

Why should Lehigh Valley routes be saved? Why any railroads at 
all? Beyond question, freight transportation will continue to grow. 
Restrictions on trucking are growing with concern about fuel, noise, 
odor, and safety. These restrictions will increase the cost of mo\-ing 
freight by highways. Some cities have alread}' curtailed the hours 
durmg which trucks may operate, which reduces their competitive 
advantage. States are again passing laws which limit the length, 
width, height, and weight of highway vehicles. The cost of building 
new roads is becoming almost prohibitive. It seems inevitable to me 
that there ranst be a modal switch back to the rails as we enter a 
period of some kind of rationing of road space and even perhaps of fuel. 

While management is often a convenient target for criticism of 
the Nation's railroads, it would be unfortunate if the committee did 
not recognize that a substantial part of the industry's problems arises 
out of factors bej'ond the control of any management. Changes in 
the lifestyle of our society have impaired railroad earnings, but other 
factors such as highway congestion, fuel shortages, the energj- crisis 
for example, could well restore the rail industry to a dominant position 
in long haul transportation. 

Let me reemphasize, in terms of national problems, that the energy 
crisis, the saturation of the Interstate Highway System, the continuing 
fuiancial difficulties of the St. LawTence Seaway, the overdue concern 
for ecology and environment, all point to a revival of the Nation's 
railroads. 

The energy crisis is clearly upon us. The demand for fuel is out- 
growing all projections, at the very time when the supply is becoming 
less available—at least at an acceptable price, both monetary and 
political. On April 2, 1973, the Petroleum Industry' Research Founda- 
tion, Inc., released a study predicting a serious gasoline shortage in 
1973. Diesel fuel, aviation fuel, and household heating fuel are in 
tight supply. Environmental legislation is reducing the efficiency of 
the automobile engine at the verj- time we are seeing the greatest rise 
in automobile ownership. 

State laws severely restrict the use of high-sulfur fuel. Off-shore 
drilling is becoming more subject to local restriction. Strip mining is 
being attacked, while atomic i)ower plants face the very real jDroblem 
of thermal pollution. All of these considerations affect national policy 
and will require difficult decisions soon. Transportation which con- 
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sumes one half of the Nation's oil, must be closely studied. A truck 
uses four times the amount of fuel to move a ton-mile of freight as a 
train; an airplane, 25 times the amount. Substantial conservation of 
fuel can be obtained by extensive use of our railroads, particularly on 
long hauls. 

Several proposals for Federal legislation to cure the railroad problem 
are before you. 

The Department of Transportation announced on March 26, 1973, 
its plan for the survival of the carriers in Northeast United States. 
We find little in the Department of Transportation plan that would 
help the Lehigh Valley. Indeed, I cannot accept the idea that the 
mortgage trustees of any railroad would be wilhng to exchange their 
secured obligations for the stock of the new for-profit corporation pro- 
posed by the Department of Transportation. 

Further, the concept that the private sector will finance this plan 
strains credulity and runs contrary to my experience. In at least one 
case, a railroad had difficulty m selling trustee certificates—even 
though those certificates had the full faith and credit backing of the 
U.S. Government. 

I find it difficult to comprehend just why the Department of Trans- 
portation requires an act of Congress plus 90 days to define the Core 
system. For openers, most of the work has been done. The Penn 
Central trustees have identified the 11,000 viable miles of their 
20,000-mile system. The Central Railroad of New Jersey, Reading, 
and Lehigh Valley have identified the trackage in their systems to be 
retained. That leaves only the Erie Lackawanna, which really has a 
different problem, and the Boston & Maine. 

I believe the Department of Transportation's Core syst«m should 
be before Congress when it votes on the bill. If the plan is sound, public 
examination should not hurt it. If not, no bett«r time to determine it. 

On April 25, 1973, after Secretary Brinegar testified before you, I 
received a letter advising me that the Lehigh Valley's application for 
a Government-guaranteed loan, in the amount of $10 million, had 
been rejected. The ajjplication was filed October 4, 1972, and supple- 
mented January 16, 1973; no hearings were held. 

Everyone gets uptight when railroads seek financial assistance. No 
one seems to bat an eyelash when financially troubled defen.se con- 
tractors or airlines receive Government financial aid and even out- 
right grants. Railroads, too, play an important part in national defense. 
Wiiy shouldn't thej^ receive the same consideration? 

II.R. 6591, introduced by Representative Staggers, on the other 
hand, represents a realistic ])rogram for a solution of the railroad 
problem. We should be sensible enoncrh and sojihisticated enough not 
to be scared off by cries of "nationalization." H.R. 6591 is no more 
"nationalization of the railroads" than Government ownership of 
ships which were oi)erated by private companies was nationalization 
of the maritime industry. 

The Nation's sixth largest airline, Allegheny, which provides service 
in our area, owns no runways, provides no air controllers, maintains 
no en route navigational aids. In 1972, Allegheny collected $3,200,000 
from the Civil Aeronautics Board in annual Federal subsidy, although 
it.s profits were $6 million. 

No one even begins to think that airline has been nationalized. Nor 
does ownershij) of highwaj-s result in nationalization of trucking. Let 
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those who want to call it "nationalization of the railroads," the hard 
fact Ls that 75 percent of this Nation's freight traffic is already moved 
by onr competitoi-s over nationalized rights-of-way. 

The Interstate Commerce Commission and its experts should be 
complimented for a well-thought-out proposal as set forth in the sub- 
mission and recommendation to Congress on March 26, 1973. In my 
opinion, H.R. 6591, if enacted, is an effective solution to the railroad 
problem. 

Participation in the Interstate Commerce Commission's plan would 
be voluntary with tiie trustees of railroads in reorganization, and 
would require approval of their reorganization courts. Secured credi- 
tors, of course, would have their right to a court hearing on the ques- 
tion. 

The approach to financing a benefit to one segment of the community 
by a tax on another segment is no different, essentially, then subsidies 
to airlmes, to shipping companies, or to farmers, out of ta.Kes paid by 
all the rest of us. For example, many homeowners pay school taxes 
although they may have no children in the public schools they pay to 
support. 

In this case, that segment of the commercial community which is 
being called upon to pay the transportation tax, namely shippers of 
freight, will benefit directly, in the long run, from the increased trans- 
portation efficiency paid for by their taxes. 

Another part of the Interstate Commerce Commission bill provides 
an abandonment procedure for rail segments which cannot be operated 
profitably. If a State should desire to continue service on such a 
segment which, although unprofitable, is essential to the needs of its 
communities, provision is made for the continuation of the service if 
the State pays an operating subsidy. The act provides for reimburse- 
ment by the Commission to the State of 70 percent of such operating 
subsidy. 

I say again that call it what you will, the cost of restructuring and 
modernizing rail service to the northeast, a service essential to the 
welfare and defense of the entire country, will not be underwritten 
by private capital. The reason is simple: Under present conditions, 
no one can make any money out of it. There must be a turnover 
period when these carriers can get back on their feet and establish 
a valid projection of viability. 

I do have three suggestions for improvement of the Interstate 
Commerce Commission's proposed legislation. Wliile it is proper for 
the Commission to supervise budgetary matters, I do not consider it 
either practical or necessary to have an Interstate Commerce Commis- 
sion employee supervise the day-to-day operations of a railroad, as 
provided in section 201(e). 

Furthermore, the bill's rental provision should specifically include 
an amount sufficient to permit financing of new equipment, such as 
freight cars and, especiall}', locomotives. Railroads in reorganization 
are operathig equipment long past its prime, which impairs reliability 
and makes maintenance costs unreasonably high. 

Also, the Interstate Commerce Commission proposal appears to be 
unduly cumbersome in dealing with the abandonments of branch 
lines. An 18-month delay, for example, where one small user objects 
to the abandonment, seems quite unfair. If the economics of abandon- 
ments are to be attamed, the State should be required to determine 
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whether it will participate in a low-density subsidy contract in a much 
shorter time. It is suggested the provisions of section 13(a)(1) of the 
Transportation Act of 1958 be broadened to cover abandonments. 
This substantial deregulation has worked well. We think it sufficient 
for a carrier to notify of its intention to abandon a branch. The 
Commission would have 30 days to decide whether to suspend and 
hold hearings. If it was decided not to suspend the abandonment 
would occur. However, if suspension was ordered, hearings should be 
completed and an order issued within 4 months of the notice date. If 
the order denied the abandonment, it would be valid for 1 year from 
the date of original notice, at that time the carrier could proceed 
again. 

We recognize that the necessary restructuring of the northeast 
carriers \\dll mean a severe cutback in trackage and facilities ad- 
versely affecting some employees in the process. Labor protection 
costs will be high. A reduction of employment, wherein labor would 
be forced to obtain its protection in a priority fight with creditors 
in reorganization, is a solution which would be unfair and wholly 
unacceptable to Congress. There is need, therefore, for a federally 
funded program to pro%'ide such payments as a cost of social change. 

In the past 48 months railroad labor received increases amounting 
to 46 percent. On the Lehigh Valley, labor costs amount to $0.68)1 
of every revenue dollar we take in. This, of course, does not leave 
much to cover fixed charges, modernization, or acquisition of new 
equipment. 

Moreover, an enlightened approach is needed to the problem of 
the rail employee who, bj-^ reason of age or unique work experience, 
finds a transfer of his employment almost impossible. The rail industry 
has many older employees. For example, the mid-month man count 
for February 1973 on the Lehigh Valley was 2,677, 565 or 21 percent 
are over the age of 60. Actually, 95 are over 65. Mandatory retire- 
ment at 65 with optional retirement at 60 would go a long way toward 
solving the surplus labor problem. 

On the Lehigh Valley we have 20 labor organizations, only 6 of 
which have a mandatory retirement age and in one of those that age 
is 70. The employee retiring between 60 and 65 must be assured his 
railroad retirement will not be diminished. A supplementary payment 
plus an appropriate ruHng by the Railroad Retirement Board would 
meet the needs of these people. Maintenance of health and Ufe in- 
surance is essential. 

In return for this added protection, the labor organizations should 
reappraise their work practices. Labor organizations, in the face of 
competition of other transportation modes must agree that manage- 
ment has the right, subject to appropriate safeguards, to set the 
number of employees in each crew. No one would be displaced, but 
attrition would take over. Most freight trains can meet all safety 
standards with a three-man crew. 

Finally, the time has come for compulsory arbitration. It is most 
important that there be a finalitj' to these issues. They sap the strength 
of both sides and stand in the way of meaningful progress toward 
common interests. 

That this hearing is being held today is evidence the Government 
has, at long last, recognized the importance to the Nation of equalizing 
the treatment of the railroads with that of trucks, the highways, 
the seaways, and the airways. 
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The restructuring of the raUroads contemplated bj' H.R. 6591 is a 
vital necessit}^ In mj' opinion, we presenth' have too many companies 
engaged in destructive competition for too little traffic, tlundreds of 
miles of redundant rights-of-way, track, yard and terminal facilities 
must be eliminated. A byproduct of these retirements would be a 
favorable environmental effect on many communities and would 
facilitate urban renewals. The remaining essential facilities must be 
modernized before they can be used efficiently, and fimds for that 
purpose can come only from Government. 

Reluctantly, after a lifetime as a rugged individualist, I, along with 
others who have to face up to new conditions, must look to Govern- 
ment as the only possible source of the financial help which is necessary 
to enable the northeastern railroads to emerge from reorganization 
strong and capable of assuming existing and future responsibilities. 

While we have recommended a few minor modifications to the bill 
as it is now written, if need be, the bill in its present form is something 
we can five with. Therefore, I respectfully urge this committee to take 
prompt and favorable action on H.R. 6591. 

Mr. JARMAN. Mr. Nash, I think you made an excellent statement, 
very realistic and it is a very good summation of most of the major 
problems we face in tliis hearing. 

You referred several times in the statement to the need for financial 
help. 

Are you in a position to give the committee any more details and 
recommendations as to the cost factor involved? 

Mr. NASH. Well, of coui"se, Mr. Chairman, I was directing my 
remarks here today to the consolidation of three railroads in trouble: 
CNJ, Reading, and Lcliigh and that $10 milUon application we had 
applied for was not only to cover back wages that we owe our em])loy- 
ees but also to give us the money to get us started toward a con- 
solidation of these three companies. 

We needed some startup money to modernize some of our facilities 
and get some equipment. 

Overall, speaking of the Northeast carriers as a whole, it is hard 
for me to tell how much would be needed, but I can speak for the 
three companies in my local area; that we felt that $10 million would 
get us off of the ground. 

Mr. JARMAN. When you talk about funds necessary to sustain 
operations during a transition period, to which you have referred, 
what does that include? 

Mr. NASH. It would include, Mr. Chairman, money for revitalizing 
the railroad rights-of-waj', acquiring new ties and new rails and 
possibly some more locomotives and things of that nature. 

Mr. JARMAN. Well, we arc all considering this problem and reaching 
out for the answers and any rcconunendations, particularlj' in specifics, 
would be helpful in attacking this problem. 

Mr. NASH. We certainlj- can give j^ou the benefit of our studies 
going on now. At the moment we have a segmentation study going on, 
which means we are taking various segments of our railroads, if we 
are liquidated under the court order, the hearing that is coming up on 
June 7, certain segments of our property certainly should be of value 
to other carriers and we are trATiig, in the segmentation study, to 
figure out what segments would be necessarj^ and viable to somebody 
else. 
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of that to this committee. I think it would be very enlightening. I know 
all of the railroads in the Northeast, because I spent my own career in 
this area—we have hundreds of miles where one railroad parallels the 
other and there is no need for this duplication. With a very small 
number of industries on each of the lines, they can be consolidated. 

This is the thing that has to be done, particularly in the Northeast. 
Mr. JAKMAN. You have given a most favorable prediction of the 

future of railroad operations in the country and the need for the 
service. 

Mr. NASH. I think it is coming, sir, definitelv coming. 
Mr. JARMAN. It is more than I have heard before and it is interesting 

and encouraging. 
Mr. NASH. Thank you. 
Mr. JARMAN. Mr. Dingell. 
Mr. DINGELL. Thank you, Mr. Chairman. 
I want to commend you because you have given us a helpful and 

enlightening and thouglitful statement that I think speaks very well 
of you. 

You referred to the $10 million application. This subcommittee, to 
tlie best of my knowledge, was not aware of the fact that the applica- 
tion had been made or turned down. 

Will you submit papers ' so we can appreciate precisely the basis 
on which the apphcation was made? 

Mr. NASH. Yes. 
Mr. DINGELL. And also the basis on which it was turned down? 
Mr. NASH. Yes. 
Mr. DINGELL. Because I think it is something I would personally 

like to pursue privately and find out the basis. 
As I understand 3'our application for SIO million it was made on the 

premise you were going to reorganize your own road together with 
other roads. 

Mr. NASH. TWO other roads and pav back wages. 
Mr. DINGELL. Would that $10 million liave made the three roads 

that you would have united viable transportation? 
Mr. NASH. Not in the first year, Mr. Dingell, but we look for a 

break-even. 
Mr. DINGELL. Over what period of time? 
Mr. NASH. Within 2 or .3 yeai-s. 
But also, more importantly, even though these three carriers are 

put together, we never expected that they could stand on their o\vn for 
anv length of time. 

'rhey still have to become part of one of the major sj'stems that 
would remain in the East, whether it is one or two, whatever it is. 

Mr. DINGELL. What were the other two roads? 
Mr. NASH. Leliigh Valley, Reading, and CNJ, Central Railroad 

of New Jersey. 
Mr. DINGELL. Your assumption was that you were essentially 

buying time? 
^Ir. NASH. Right. 
Mr. DINGELL. During which these railroads could continue function- 

ing on the basis of this guarantee? 
' Thu papprs reffirwl to were sabsetiucntly supplied to the committee by Mr. Nash and they may be foimd 

In the committee's lUes. 
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Mr. N\SH. That is right. 
Mr. DiNGELL. My chairman indicates to me there was no hearing. 

1 am not sure there was a lequirement there be a hearing, but cer- 
tainly these matters should be discussed with the carrier. 

Mr. NASH. There is no requirement for a hearing. In their opinion, 
I believe Secretarj^ Brinegar decided we had no possible chance of 
being viable. 

Perhaps that was part of the requirements for a Government 
guaranteed loan. On that basis, I presume he turned us down. 

Mr. DiNGELL. Of course, a similar requirement, I think the viability 
of Penn Central was very much in doubt under .similar circumstances 
and yet significant advances were made to that railroad. 

Mr. NASH. Right. 
Mr. DiNGELL. I am groping for moie information on this. I confes.s 

you have more knowledge on this matter than I do. 
Is there anything else you can tell me that will be of help to me? 
Mr. NASH. Last June, during the Agnes flood, we sustained about 

$6 million in damage to our right-of-way. 
Mr. DiNGELL. We passed special legislation that is different tlian 

the Penn Central guaranteed provisions, which also were made 
applicable to your road. 

Were jou denied imder the general statute relating to Penn Central 
and other bankrupt roads or are you refening to sj)ecific legislation 
in the past with regard to Agnes? 

Mr. NASH. No, as Mr. Smith, my colleage here, tells me, wo were 
entirely reljing on the bill that was passed, the Emergency Trans- 
portation Act. 

Mr. JARMAN. Could you identify your colleague for the record? 
Mr. NASH. Thomas J. Smith, administrative vice president. 
Mr. DiNGELL. I yield to Mr. Dixou. 
Mr. DixoN. Which act was this? 
Mr. SMITH. The application was made imder the basic Penn Central 

Relief Act, the Transportation Service Act, and the reason for the 
turndown, and we cannot add a great deal, we only have a simple 
letter statement of a couple of paragraphs referring to the fact it was 
filed and then stating: "After review oi the application, supplemental 
information submitted by your staff, I reluctantly consider I cannot 
make the findings required by section so-and-so of the act at this time 
and it is denied," et cetera. 

Mr. DiNGELL. When did this transpire? 
Mr. SMITH. This letter is dated April 25, 1973. 
Mr. DiNGELL. I think this matter bears further scnitiny, Mr. 

Chairman. 
I am not sure how the subcommittee could go into it. 
Mr. ADAMS. If the gentleman will yield, it is under the Emergency 

Rail Services Act by which you remember we authorized an additional 
amount beyond that required for the Penn Central and the basis was 
that guaranteed loans would be made available to the other railroads 
in the Northeast as they required assistance or were in reorganization, 
under the same terms and conditions as were done for the Penn 
Central. 

Mr. DiNGELL. I am sure those are the provisions under which treat- 
ment of the other roads was to be the same as Penn Central's. 
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Mr. NASH. CNJ is the onlj' other railroad that got a loan under 
that bill. 

Mr. ADAMS. That is my understanding, that the only other of the 
six that are in bankruptcy besides Penn Central was CNJ and that 
was because of the liquidation order that was first handed do\v-n by 
the judge. Later it did not completely liquidate because the Governor 
of New Jersey and the Jersey Central entered into a temporar}- agree- 
ment to maintain commuter service, is that correct? 

Mr. NASH. That is correct. 
Mr. ADAMS. And that ties into your statement that j'ou picked up 

the service from Jersey Central. 
Mr. NASH. Right. 
Mr. DiNGELL. I have some more questions, but I don't know what 

they are now and I would like a further opportunity later on, but 
thank you. 

Mr. JARMAN. Mr. Harvey. 
Mr. HARVEY. Thank you, Mr. Chairman. 
Mr. Nash, that is a fine statement you made here and j'ou are 

welcome here this morning. 
Mr. Chairman, I would suggest that in view of what has been said 

that we a.sk for that letter and I ask unanimous consent it be inserted 
in the record. 

Mr. JARMAN. Without objection, it is so ordered. 
[The letter referred to follows:] 

THE SECBETARY OF TnAN.spoRTATioN', 
Washington, D.C., April 25, 197S. 

Messrs. JOHN F. NA.SH and RICHARD C. H.\LDEMAN, 
Trustees, Lchigh Valley Railroad Co., 
Bethlehem, Pa. 

GENTLEMEN: This letter is in respon.se to your application dated October 4, 
1972, and filed with the Secretary of Transportation under section 3fa) of the 
Emergency Rail Services Act of 1970 (84 Stat. 197.5), as supplemented by letter 
dated January 26, 1973. In the application you aijjjlied to the Secretary for guar- 
anty of certificates to be issued bv yourselves on behalf of the Lehigh Vallcv 
Railroad Company, Debtor in the aniount of .$10,000,000. 

After a review of the application and the supplemental information submitted 
by your stafif, 1 have reluctantly concluded that I can not make the findings 
required by section 3(a) of the Act at this time. The api)lication must therefore 
be denied. In closing, however, I would like to thank you for the cooperative 
attitude of your t-taff in facilitating our review of this matter. 

Several creditors and others expressed an interest in being heard in opposition 
to your application. I am sending a copy of this letter to them, to Judge Fullani 
and to the other courts in which those parties are engaged in matters related to 
their interest in this application. 

Sincerely, 
CLAUDE S. BRINEOAR, 

Secretary. 

Mr. HARVEY. Mr. Nash, I was interested in reading in your state- 
ment that in the year 1972 you showed a tremendous increase in 
number of carloads moved, about .30 percent, almost, I believe. 

Mr. NASH. Right. 
Mr. HARVEY. And despite this fact, you are still in a financial crisis. 
Mr. NASH. That is right. 
Mr. HARVEY. According to your statement, I think much of that 

crisis can be attributed to a series of ICC deusions which have caused 
tremendous problems for the Lehigh Railroad. Yet you urge our 
committee to support the ICC bill under which most of the authority 
is given to the ICC. Doesn't this .seem contradictory? 
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Mr. NASH. I can explain. The increase in our traffic in 1972, in the 
statement you recall I said the Central Railroad of New Jersey 
abandoned its operations in the State of Pennsylvania on April 1, 1972. 

We moved in and took over their operation. They abandoned 341 
miles of track and a lot of customers. We were on one side of the river 
and they were on the other and we did meet in a couple of places. 

As a matter of fact, they had to operate over 26 miles of our track 
wiiere they had abandoned in between over the years. 

However, that big increase in traffic, Mr. Harvey, came from the 
fact that the CNJ moved out of the State of Pennsylvania. 

It was bridge traffic, primarily, of the D. & H. Railroad which we 
moved 88 miles from Wilkes-Barre down to Allentown and gave it 
to the Reading. 

However, it is very low revenue. Our average revenue per car runs 
about $52, because of such a short haul. So, while we had volume, it 
was not very profitable. And there was no need of putting another 
railroad up there because formerly we had three railroads and all of 
us were starving. 

Mr. HARVEY. Was that movement a one-shot deal? 
Is that repeated every year? 
Mr. NASH. Oh, yes, they moved out. 
Mr. HARVEY. If repeated ever\' year, it still would not be profitable? 
Mr. NASH. NO. It involves a long division case, let me put it that 

way. 
For instance, six railroads participate in a carload of traffic from 

Maine, we will say, to Washington, D.C. You have the Maine Central, 
the Boston & Maine, D. & H., Lehigh Valley, Reading, and B. & O. 

Say the carload of freight is worth .$.300, freight charges, and that 
$300 has to be split up si.x ways. So, there is not much revenue there. 

This brings uj) or brings us back to the point which I have made, that 
is why we need these consolidations. 

Mr. HARVEY. Let me ask you this one other question because time 
is going very fast. 

Wliat standards do you use to determine what the essential core 
of this railroad should be? What standard for a segmentation plan? 

Mr. NASH. Well, that is a very good question, Mr. Harvey. 
We take the railroad and let's take the main line, for instance, 

43S miles long, we will take a 60-miIe segment here and a 60-mile 
segment here and we find out, through our study, the traffic volume, 
otnginating, terminating, the revenue versus expenses, and whether 
or not it could be profitable to another railroad. 

That is what we do. 
Mr. HARVEY. Then, of com-se, there has to be another railroad 

adjacent to it? 
Mr. NASH. Yes; that railroad has to be interested in taking it over, 

too; it may be that the railroad will figure that the traffic is not 
justified, or profitable to take it over. 

Mr. HARVEY. There is no consideration given to the industries 
located there, to their importance to the country as a whole, to any 
otiier factors, their willingness to contribute toward cost of trans- 
portation, or any of these factors, I talie it? 

Mr. NASH. Well, we have that m our Reading, Lehigh, CNJ study, 
that was all taken into consideration. However, in our segmentation 
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studies, we don't know, for instance, whether the Erie Lackawanna 
would want to run 60 miles to reach one industry, whether it woukl be 
profitable for them. 

So, we have to make some assumptions. So wo know we are on 
sound ground. We know what part might be profitable and what part 
would have to be totall)' liquidated. 

Mr. H.\RVEY. We think you have given us a very helpful statement. 
Thank you, Mr. Chairman. 
Mr. J.^RMAN. Mr. Adams? 
Mr. ADAMS. Thank you, Mr. Chairman. 
Mr. Nash, I ai)prpciate very much your statement, particularly 

your information that gives us again a timetable for liquidation. 
As I understand it, 3'our timetable for liquidation is the same as 

that of the Penn Central, which is October 1 of this year, unless cir- 
cumstances change; is that correct? 

Mr. NASH. That is right. 
Mr. ADAMS. I will ask you the same question I did of the Peim 

Central people yesterday. 
Is it your considered judgment as trustee of this railroad that the 

railroad could be brought out of this reorganization without Federal 
assistance? 

Mr. NASH. No, it cannot be. 
Mr. ADAMS. I understand from your statement that it is also your 

considered opinion that you cannot probal'ly create a new corporation 
or use Amtrak plus a new corporation %\-itliout some type of Federal 
as.sistance in that cor[)oration; in other words, that you as a trustee, 
and I asked it of the Penn Central trustees vesterday, would not be 
recommending to your creditors, that they excliange assets for common 
stock unless tliere be some kind of Government involvement in the 
new corporation? 

Mr. NASH. That is correct, sir. 
Mr. DiNGELL. Will you yield, please? 
Mr. ADAMS. Yes. 
Mr. DiNGELL. Do you perceive any constitutional questions in that 

manner; in other words, enforce the exchange of obligations for com- 
mon stock, would it raise constitutional questions if the individual 
happens to think the common stock were of minimal or not of fair 
value? 

Mr. SMITH. I tliink, if I may, sir, that seems to be a position that 
fairly well taken, and whether it is still true today I don't know. 

But the question of whether you take a security like a mortgage 
bond and force someone to take common stock in a rather uncertam 
corporation would certainly be raised as a constitutional issue. 

I don't know what the Supreme Court would do about it today. 
Mr. DiNGELL. Thank you. 
Mr. ADAMS. Will you be prepared because you as a tnistee will be 

making recommendations to the judge if this should come about, to 
recommend on behalf of the estate and offer on behalf of a Govern- 
ment corporation, and I won't try to bind you as to what type of 
secured Federal backup security might be necessary, the acceptnnce 
of an offer by a Federal ojjeration or Federal corporation to take over 
some of the assets so that they can be run? 

Mr. NASH. Mr. Adams, if I understand you correctly, in other 
words, if we cease operation this coming October 1 and the Govern- 
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ment decides to move in and pick up certain segments of that, would 
I recommend to the court that this oe done? 

Mr. DiNGELL. If an offer were made, in effect, for the Government 
to buy out or to lease with a Government-backed obligation, that a 
portion should be sold off in that fashion. 

Mr. NASH. Well, that would depend, Mr. Adams, on what transpires 
on June 7 wth our creditors there. I think this is a decision that 
Judge Fullam wnll have to determine. 

Mr. ADAMS. I understand completelv that Judge Fullam will have 
to make that decision. What we are talking about, so you understand, 
and I know you do, is that some of us are trying to develop a proposal 
here because we see the weakness of the ICC proposal which puts the 
regulatory agency in the position of being an operating entity and 
that we liave to create another entity or have the Secretary of Trans- 
portation do it. I am not certain that he or the Federal Railroad 
Administrator is staffed to conduct an operating function here, so I 
will ask you if you would support the concept generally that is in the 
ICC proposal, if we created a Government corporation with Gov- 
ernment-backed obligations that could be used to make offers into 
your bankruptcj'. 

Mr. NASH. I am sure I would. The same thing would apply if the 
price was right or the rental was right, of some railroad wanting to 
take another segment of our property'. 

Mr. ADAMS. That was the next thing I wanted to ask: Should we 
be thinking in terms of not only having a governmental operation, 
but make certain that the three potential entrants into the area; 
there is a third one, we mentioned B. & O., C. & O., and  

Mr. NASH. And Norfolk and Western. 
Mr. ADAMS. Yes; Norfolk and Western, and there is also the 

Southern, that there be authorization that they could make bids for 
segments of the system. By your nodding your head, I assume you 
think we should see that that alternative is available also? 

Mr. NASH. Yes. 
Mr. ADAMS. All right. 
Now, the abandonment of the track in the State of Pcnn.sylvania 

by Central of New Jersey—was this done under section 77(b) under 
the Reorganization Act, where the judge simply requii-ed them to 
stop this service? 

Air. NASH. Yes. 
Mr. ADAMS. It was, was it not? 
^^r. NASH. Yes. 
Mr. ADAMS. And has this been challenged in the court? 
Mr. SMITH. Y'es, Mr. Congressman, I can speak to that with a 

little e.xpeiience, having been president of the CNJ at the time 
it was done. 

The action was taken pursuant to court authority'. The order was 
written in such a way that unless the ICC acted and acted favorably 
by April 1, the trustee was directed to cease operation in Pennsylvania. 

The Commission did not act by that date, although subsequently 
they (lid, in effect, ratif.v the order of the court while on April 1, pui*- 
suant to the order of the court, the operation terminated. 

Mr. ADAMS. Now, that is very important to this committee because 
that is my understanding of what happened. 

Mr. NASH. That is right. 
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Mr. ADAMS. And the pattern has already been estabhshed in the 
bankruptcy or reorganization, whichever you want to call it, in the 
Northeast, that the cotu'ts are fully prepared to stop service by seg- 
ments, as is necessary to protect what they consider to be the rights 
of the estate that is before the court. 

Now, I asked the Penn Central trustees yesterday morning, and I 
will ask you the same thing: Have you developed a staged plan of 
liquidation yet or is this part of the June 7 heanng? 

Mr. NASH. Mr. Adams, we are all working on that very project at 
the moment. 

We are having meetings of the staff every day figuring out what we 
are going to present on June 7. 

At the moment, we do not have the plan completed. But we arc, 
you are right, studying the situation. 

Mr. AD.AMS. The court has, in effect, ordered j'ou to present to them 
an orderly plan of liquidation or a plan of reorganization, so you can 
become viable, isn't that correct? 

Mr. NASH. This is correct, sir. 
Mr. ADAMS. And you have already testified to us, just as the Penn 

Central trustees did, that unless this committee does something, there 
is no way you can reorganize it? 

Mr. NASH. NO; we cannot. 
Mr. ADAMS. SO you are required to prepare under plan No. 2 for 

ceasing service? 
Mr. NASH. That is right. 
Mr. ADAMS. I want to be certain about it because that is really the 

only basis on which this committee, in the public interest, then begins 
to move into the matter. 

Mr. NASH. I would like to mention one thing of interest to the com- 
mittee. We are preparing a budget for liquidation. 

The budget means, whether we sell off this piece or lease this piece 
of the railroad or lease it all, or sell it all, and if that does not occur, 
then we are preparing a budget for selUng off the real estate, the track, 
the ties, any of the assets of the company'. 

Mr. ADAMS. I see. 
These will be presented to the court by the parties involved and in 

the case of Penn Central, I believe it is June 1, and in 3'our case it is 
June 7; is that right? 

Mr. NASH. Our hearing is scheduled for June 7, but Judge Fullam 
ordered the Penn Central trustees to come in by July 2. 

Mr. ADAMS. July 2, I am sorrv. 
Afr. NASH. Yes, with a plan for reorganization and failing that he 

has intimated he will direct them to liquidate by October 1 the same. 
But we filed our petition voluntarily, the trustees. 
Mr. ADAMS. My final question, and I asked this of the Secretary of 

Transportation and his panel when they were here, involves a matter 
of timmg as we start to move into this, and relates to the creation of 
this core system or segment. 

Have you supplied to the Department of Transportation your 
designation of a segmentation plan for the Lehigh Valley? 

Mr. NASH. No, not exactly. We have had many meetings with them. 
They knew all about our consolidation with the Reading and CNJ. 

Mr. ADAMS. In other words, you have supplied them with the 
information? 

Mr. NASH. Yes, sir. 
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Mr. ADAMS. And they are aware of the segmentation plan for the 
Jersey Central, the Lehig;h Valley, and the Reading? 

Mr. NASH. That is right, sir. 
Mr. ADAMS. All right. 
In other words, there sliould be information in the hands of the 

Department of Transportation if they are the agency that is going to 
be designating a core system, supplied by you already, so they don't 
need a substantial period of time to go out and get information from 
you. 

Mr. NASH. That is correct, sir. 
Mr. ADAMS. Do you have knowledge as to whether or not the other 

bankrupt estates have done the same thing? 
Mr. NASH. Well, I know the CNJ has and the Reading has. That 

is tied into our study. I am not sure that the other carriers have. 
They may have, but I am not sure they have. But I can t<»ll you, 

they can tell you what part of their line they will give up as being 
not essential. 

Mr. ADAMS. That was the last thing I was going to ask, and we are 
asking this of all of the people who have been operating in the North- 
east for a long time. 

There is pretty general common knowledge, is there not, as to what 
is the track sj'Stem that should exist in the northeast quadrant of the 
United States and this system could be produced very quickly by a 
meeting of the minds of the operating people? 

Mr. NASH. I would have to say yes, sir. 
Mr. ADAMS. "Yes" is your answer. 
Thank you. 
Mr. SHOUP. Mr. Chairman? 
Mr. JARMAN. Yes. 
Mr. SHOUP. Mr. Chairman, I make a unanimous-consent request, 

in line with the questions that have gone on here, that all of the north- 
east railroads be requested by this committee to submit their plan 
of their core system. 

We were unable to get this total, as Mr. Dingell pointed out, and 
we pointed out to the Secretary- of Transportation, we are not able 
to get it from him, the total, so why don't we ask each individual 
bankrupt railroad for their plan. 

Mr. DINGELL. Will you yield? 
I would like to echo the gentleman's request. I think this would 

give us a very interesting comparison between what the Department 
of Transportation says, if they are going to say it, and it seems like 
getting something out of those folks is difficult, will give us a useful 
comparison of what the railroads themselves say. 

Mr. SHOUP. I ask unanimous consent to make it a part of the 
record.' 

Mr. JARMAN. Without objection, it will be so ordered. 
Mr. SKUBITZ. Will you jield? 
Mr. ADAMS. Yes. 
Mr. SKUBITZ. Mr. Nash, have the bankrupt railroads met; that is, 

between themselves and are they jointly recommending an overall 
program? Or do you have your own suggestion? 

' The Inlormatlon rcviucsted by Mr. Shoup and Mr. Dingell was obtained by the committee atafi and may 
be found in the committee's liles. 
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Mr. NASH. Yes; WG have met, quite often with the Central Railroad 
of New Jersey trustee and quite often with the trustees of the Reading 
Railroad and we know, wo can put it down on paper right now for 
this committee, if they wish, what we could retire. 

Mr. SKUBITZ. I am not speaking of your line alone, but of all of 
the Hnes, including Penn Central. 

Mr. NASH. Well, I am not with the Penn Central, I met with the 
Penn Central trustee, Mr. Langdon, I have not met with all three of 
them, but we have had conversation with the other railroads, yes, 
but not in formal meetings. 

Mr. SKUBITZ. I would think it would be quite helpful if such a 
meeting were held. Agreement might be reached between the railroads 
on their view of an overall program. 

Mr. PoDELL. If you will yield, I find it quite incredible at this late 
date, to hear that there are six additional bankrupt railroads in the 
northeast section in addition to the Penn Central, and that at no time 
did the seven of you sit down around a table and try to come up with 
a uniform method of operation. 

Now, it seems to mo incredible that with the community of interest 
you do have, and the common problems that you have, that you come 
to this committee for us to decide on what you should have done j'ears 
ago? 

Mr. NASH. If I may interrupt, Mr. Podell, I think I was musunder- 
stood. We have met with the trustees of the L & HR, with the president 
of the D&H, we talked with the trustees of the B&M. Wo talked with 
the trustees of the Penn Central, and we had discussions and talked 
with the Erie Lackawanna about joint use of facilities, But our formal 
meetings have been right in our particular area. 

Mr. PODELL. These are individual conversations with individual 
trustees; is that right? 

Mr. NASH. Yes. 
Mr. PODELL. Well, you have never sat around a table, all of you, 

with the common problem, to discuss the matters that affect you 
jointly; isn't that true? 

Mr. NASH. Well, B&M is a little far removed from us. We don't con- 
nect with it directly. We have met with all carriers we connect with 
directly. 

Mr. PODELL. Individually, but not together. 
Mr. NASH. Well, we have to crawl before we walk and our immedi- 

ate problem was getting our area railroads together to try to come up 
with something. 

Mr. PODELL. You have been running now for almost 3 years and 
going in circles. 

Nfi'. ADAMS. Mr. Chairman, I know time is getting late, so I would 
just like to close my remaining time with one question. Which agency 
do you want to have this committee designate to be the one to say, 
"This is what the Government must buy as essential rail services," 
the ICC, DOT, or do you want us to do it ourselves or do you want to 
say, "DOT, do it" and "ICC review it on a very tight timeteble"? 

Mr. NASH. Well, I recommend approval of the ICC formula or plan 
and I would have to say, if I had a choice here today, Mr. Adams, I 
would select the ICC. They are quite familiar with our property. As 
a matter of fact, they have men on the property right today. 



338 

Mr. ADAMS. The problem we have is that there is an enormous regu- 
latory lag down there. I understand your position, though, and I think 
they are the operating people and if that is the group you think ought 
to be designated for this, I will go along. 

Thank you. 
Mr. JARMAN. Mr. Skubitz. 
Mr. SKUBITZ. I want to commend you, too, on your statement, 

Mr. Nash, I was interested in your comment of the effect that the 
environmental act and the energy crisis may have on the future of the 
railroads. I wonder if the environmental legislation and energy crisis 
may also have an effect on the future of the passenger transportation 
in this country? 

Mr. NASH. I think so. 
Mr. SKUBITZ. We may find it necessary in the future of going back 

to greater use of the rails. Even passenger service might reach a 
prontable margin again. Wliat is your view on that? 

Mr. NASH. I don't know whether it can become profitable again, 
but I do think we are definitely headed back to the rails for ma,ss 
transportation, certainly up to areas of 300 miles. 

Mr. SKUBITZ. If we move into fast rail transportation, if we can 
get the roadbeds in shape, and if we can travel at the rate of 150 miles 
an hour the 300-mile radius would require perhaps a 2-hour trip. 
Do you believe if we could reach that rate of speed we might consider 
a 600-mile radius? 

Mr. NASH. Well, right now I would settle for 125 miles an hour. 
Mr. SKUBITZ. You were here when Congressman Eckhardt testified 

and gave his views on the Northeast Railroad Transportation 
Authority. Would you care to comment on Congressman Eckhardt's 
proposal? 

Mr. NASH. I would rather not. I agree with him on certain things 
and I would have to disagree on others, but I am heartened by the 
fact that he is concerned and wants something done. 

Mr. SKUBITZ. YOU do favor the imposition of a 1-percent trans- 
portation tax? 

Mr. NASH. Yes, and strangely enougli, I have talked with a lot 
of very large shippers on my railroad and that 1-percent transporta- 
tion tax does not bother them one bit even though it may cost one 
a $1 million charge a year. 

Mr. SKUBITZ. You also do believe that the Government should 
take over the roadbeds, the major roadbeds in the northeast area? 

Mr. NASH. Not only the roadbeds, but take over the yards, too. 
Mr. SKUBITZ. DO you think it would be a good idea for the Govern- 

ment to take over all of the mainlines throughout the country on a 
leaseback proposition in order to get the roadbeds developed properly 
so we can have a decent rail transportation system across the whole 
country? 

Mr. NASH. Well, I would not want to speak for my colleagues in 
the West. 

Mr. SKUBITZ. I am asking for your opinion. 
Mr. NASH. Some of them are doing pretty well. I tliink it would 

be most helpful, sir, if that were done, because in my experience over 
the years, we have been pretty heavily taxed on our right-of-wa^^s in 
some States. We had school taxes on both sides of one single track, 
for instance, in two diflferent school districts. This is behind us, but we 
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have this situation. I think this would be very helpful. I think it is 
very e.ssential to our national security to have good, sound roadbeds 
and have them in good shape and this money can onl}- come from the 
Federal Government. 

Mr. SKUBITZ. My point is it is a choice between abandoning a line 
or keeping it going. Ii we can keep it going by rehe%-ing the railroads 
of the taxes that are assessed against theni on some lines, the ta,x 
sometimes far out of line with what it should be, it should be done. 
Moreover, if we could maintain all of the roadbeds throughout the 
country, we would relieve and help the safety factor on transportation. 

Mr. NASH. That is correct, sir. 
Mr. SKUBITZ. And at the same time such a policy would relieve 

the railroads of some of their maintenance proolems, and in their 
contracts with the labor unions. This might be quite helpful? 

Mr. NASH. It could very well be. DOT dictates the safety standards 
on all railroads, right-of-waj', and maintenance of equipment, and so 
on. It may verj- well be. 

Mr. SKUBITZ. There are a number of additional questions I would 
like to ask, but time is not available. I must defer to my colleagues. 

Mr. J ARM AN. Mr. Podell. 
Mr. PODELL. I want to thank the gentleman for his statement. 
I would like to ask a general question or two. Would you feel that in 

the northeast section there is some duplication or overlapping because 
of the variety of railroads that exist? 

Mr. NASH.  Yes, sir. 
Mr. PODELL. Would you feel there to be any benefit to the con- 

solidation of the efforts of those railroads? 
Mr. NASH. Yes, sir. 
Mr. PODELL. Y'OU also point out so well in your statement, that 

only the railroad paj's for its right-of-way while the airplane, the ship, 
and the car get a free ride. That the Government should at least pay 
for the rights-of-way, do you not feel that way? 

Mr. NASH. Yes, but I would go a step further, if I may. I would 
also like to include in that the railroad yards, terminals. We can move 
a carload of traffic over the railroads pretty fast. Our main problem is 
in old yards, obsolete, they should be modernized and in this computer 
age we should have computer operations in our yards and unfor- 
tunately the railroads witn their present financial condition cannot 
do that. 

Mr. PODELL. I can well understand that. So you, therefore, agree 
that the Government should take over the rights-of-way, the yards, 
and some other additional facilities which you require if your operation 
got running. 

Mr. NASH. Y'es, sir. 
Mr. PODELL. The only thing left for the railroad to do is to nin 

the train really, isn't that right, and the reason I say that, I doubt 
very much that we are in, you know, disagreement, because I agree 
that we should consolidate the railroads in the northeast section 
because there is duplication and overlapping, and I think that the 
Govenmaent should take over the entire operation. 

You are willing to give the Government everything but the opera- 
tion of the trains, so there is trulj'^ not that great a distinction. I would 
like to ask you this question. Wasn't your line called the Black 
Diamond Line at one time? 

Mr. NASH. Yes. 
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Mr. PoDELL. That was because of the great amounts of anthracite 
coal? 

Mr. N.\sH. Yes. 
Mr. PoDELL. I read something this morning about gasohne ration- 

ing in the newspapers. Do you feel that is going to substantially infuse 
dollars into your operation? 

Mr. NASH. By all means. If we can go back to mining anthracite 
coal at half of the volume we used to have on our property, also we 
have tremendous reserves of anthracite coal and this could mean a lot 
to our railroad today in revenue. 

Mr. PoDELL. It is quite possible you fellows might have a turn- 
about situation if you have gasoline rationing? 

Mr. NASH. That is what I meant in the statement. 
Mr. PoDELL. Well, we are under a quorum call and I would like to 

talk to vou further, but I yield back, Mr. Chairman. 
Mr. .JAKMAN. Mr. Nash, we verj' much appreciate your testimony. 

It was very helpful to our understanding of the problem and, as I 
indicated earlier, the subcommittee >vill welcome any additional 
recommendations you can make to us as we proceed along in the 
hearings. 

Mr. NASH. I would hke to make myself available for any answers 
to questions any time from the committee. 

Mr. JAKMAN. Thank you. The subcommittee stands adjourned 
until 10 o'clock tomorrow morning. 

[Whereupon, at 12:15 p.m. the subcommittee adjourned, to re- 
convene at 10 a.m., Thursday, May 10, 1973.] 
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